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The Ship Comes In 


»——(THE JOURNAL COVER ILLUSTRATION: FROM A PAINTING BY WALTER DE MARIS|———@ 


VERYWHERE in these times, 

E there is something of a thrill 

when a ship comes up from the 

sea, even though the voyage is short 

and the ship has been in constant 

communication with the shore since 
the day it sailed. 
How much greater 
the interest, there- 
fore, back in that 
time when merchant 
sailing ships were 
gone from their 
home ports not only 
long months, but not 
uncommonly long 


years, and there was 


no radio and no tid- 

ings excepting the 

report of some other 

vessel that it had 

“spoken” the ship in 

such and such lati- 

tude and longitude! And the his- 

tory of many a ship and its crew 

ends with a simple entry of that 

kind; beyond that, all is conjecture. 
In those times, merchant mariners 

who traded in distant ports of the 

world were wont to promise credi- 

tors that they would pay them “when 

my ship comes in,” and to promise 

gifts to friends and children at the 

coming of that eventful day. Anon 

“when my ship comes in,” easily and 

naturally came to have more than a 

literal meaning. By the token of the 

ship, it was easy for everyone to 

promise good things when days of 


prosperity came, and the promise 
was comforting if not binding. 
Thus in some places it is easy to 
perceive that in one way or another 
practically everyone in the commu- 
nity had such an interest in the home- 
coming of a great 
trader as to bring the 
whole _ population 
out when her white 
sailswere dimly 
sighted on the hori- 
zon. Her return, 
especially if she 
were overdue, 
touched every hu- 
man emotion and 
gave a new stimulus 
to the social and 
business life of the 
port. 
Much of the world 
just now is looking 
for its ship to come in. Business 
waits for its return. Many are scan- 
ning the horizon for that first sign, 
and some observers think that they 
see it. To the people of no ancient 
port, would a promising speck on 
the horizon be more welcome than 
some sign on the horizon today that 
the good ship Prosperity was on its 
way in 
“With all her bravery on, and tackle 
trim, 
Sails fill’d, and streamers waving, 
Courted by all the winds that hold 
them play, 
An amber scent of odorous perfume 
Her harbinger.” 
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Wirn THE RIsE of the industrial age in the last half century 
has come a new need and a new business. 


Into the lives of families that once produced their own food, 
built their own houses, wove their own cloth, has come a great 
change. Today, they work for wages, for money that in itself 
neither nourishes, clothes, nor shelters. 


Frequently their pay envelopes and savings funds are not 
sufficient to pay for sickness, lay-offs, taxes, births, deaths. 
At such times families need extra funds to protect their credit, 
prevent financial worries, and maintain a reasonable stand- 
ard of living. 


No former plan of finance answered their necessity. Banks 
cannot afford to lend little sums at banking interest. Eighty- 
five per cent of the nation’s population have no security on 
which banks can lend. 


Thus a yawning void threatened our economic system, a void 
now being spanned by family financing—the new business of 
retailing money. 

The business of granting credit direct to families in small 
sums began with the dawn of the industrial age and, though 
handicapped until recently by the lack of intelligent laws to 


new business 
of retailing money 


govern the charges for retailing money, its scope has grown 
to vast proportions. 


Pioneer and leader of this business is Household Finance 
Corporation. Twenty-seven states have now passed small 
loan laws, and last year 148 Household offices in 90 principal 
cities of 13 states* served more than 400,000 families. 


To them Household loaned approximately $80,000,000 in 
amounts up to $300, for provident purposes. Their required 
repayments over twenty months averaged under 6% of their 
incomes, enabling them to work their way out of debt aided 
by the Household budget plan. 


No collateral was asked of them but the signatures of husband 
and wife, the security that is found in every home, and the 
ability to repay — the soundest basis there is for making a 
loan. More, the best surety in the world is back of these loans 
—families from the Atlantic to west of the Mississippi, en- 
gaged in 1700 different occupations—the very bone and sinew 
of our national prosperity. 


This is only a beginning. Household’s growth in the last six years 
—over fivefold in volume and almost threefold in earnings, a 
growth not halted by the depression — evidences the far greater 
future that lies before this new business of retailing money. 


HOUSEHOLD FINANCE CORPORATION 


PALMOLIVE BUILDING, CHICAGO 
*% One Hundred Forty-Eight Offices in Ninety Cities in ILLINOIS * INDIANA *% IOWA *% GEORGIA *% MARYLAND x 


MASSACHUSETTS * MICHIGAN *& MISSOURI * NEW JERSEY * NEW YORK *%& PENNSYLVANIA * RHODE ISLAND * WISCONSIN 


* * * * * * 


% As America’s leader in family financing, the Household Finance Corpora- 


tion assumes the responsibility of furthering the understanding of its business 
and the service it renders through advertising such as this. Further facts 


will be sent gladly on request. 
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This Month’s Journal 


and 


Your Own Bank 


OR two years wage reduction has been a subject of debate, with 
F convincing arguments on both sides of the question. Meanwhile, 

wages have been reduced, so that the discussion now concerns 
an accomplished fact and not a theory. 

Who were the beneficiaries of an artificially high level of wages and 
who are still benefiting in certain industries from rates of pay which 
are not warranted by corporate earnings or individual living costs? 
George E. Putnam, in this issue of the JOURNAL, says that a policy of 
wage maintenance helps only those who happen to have jobs, and does 
so at the expense of the jobless. He believes that any attempt to keep 
wages up must be linked with a determination to maintain employ- 
ment; otherwise it is dangerous and one-sided sentimentality. An 
employer who is forced by law, custom or public opinion to pay 1928 
wages, while he receives 1932 prices for his products, will take refuge 
in the only avenue open to him—namely, a reduction in the number 
of employees. With commodity prices at pre-war levels, says this 
writer, the maintenance of boom-year wages can do nothing but aggra- 
vate the unemployment problem. 

How can high wages, he asks, maintain purchasing power when their 
first and inevitable result has been to throw men out of work? There 
is little difference, says this writer, between the merchandising of 
commodities and the merchandising of services. He believes that one 
of the chief causes of unemployment is that labor had priced itself out 
of the market. 


NY discussion of the depression and the future tends to involve 
itself in whether or not Europe can pay its short term debts to 
America. Robert Crozier Long furnishes facts to prove that Europe 
can pay. He says that there is approximately $2,000,000,000 of Ger- 
man Capital at present invested or deposited abroad. Germany, more- 
over, is not the only country whose citizens have decided to move as 
much of their wealth as possible to a more healthful economic climate. 
Capital has fled from Austria, Hungary, Poland, Spain, England and 
the Scandinavian countries, the total amount being estimated at $3,500,- 
000,000. In other words, Europe’s debtor nations have already moved 
across their borders and into various foreign sanctuaries enough 
money to pay their entire short term debt if the funds had been put 
to that purpose. Switzerland is the principal haven for frightened 
capital, but several small countries have found it profitable to compete 
for such funds. Mr. Long describes the more or less futile efforts 
made to prevent capital from rushing off at the first sign of danger. 
He believes that the only effective way this can be done is to restore 
political and financial confidence. An American, reading this article 
must be impressed by the fact that the real debt question is the sur- 
prising lack of any desire to discharge their obligations on the part of 
Europe’s population. 


ILBERT T. STEPHENSON questions the necessity and the pro- 

priety of permitting so much publicity in connection with the set- 
tlement of estates. Why, he says, should a person’s private business 
affairs become matters of public discussion as soon as he dies. The 
custom of allowing the public access to estate documents filed for pro- 
bate, is more or less confined to England and America—the common 
law countries. France, for example, and other civil law countries, 
follow a different practice, says Mr. Stephenson, based on the tradi- 
tion that the distribution of an estate is a family affair. When a 
testator dies in France neither the will nor the inventory are open to 
public inspection. The French family is regarded as a unit having a 
continuous existence like an American corporation. Mr. Stephenson 
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ONE WAY 
TO LOSE 
MONEY 


Just time to catch his train. . 
a porter grabs his bags . . . the 
taxi is paid off . . . a rush to 
the ticket window . . . no 
wallet. 


It happens hundreds of times. 
People do lose money or mis- 
lay it or have it stolen. No 
need to worry, though, if the 
money is in A. B. A. Cheques 
—for it will be refunded. 

A. B. A. Cheques are the 
modern way to insure yourself 
against the loss, theft or de- 
struction of your money. Buy 
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spend them anywhere. 
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Prestige 


An unbroken record of prog- 
ress over one hundred and 
twenty-eight years suggests 


--- Character 


Capital, Surplus and Undi- 
vided Profits of over 
$46,000,000 indicate 


-.- Strength 


Total Deposits of over 
$250,000,000 from the lead- 
ing Banks and Mercantile 
Firms of the Country, many 
of them on our books for 
more thana century, are the 


result of Service 


THE... 


PHILADELPHIA 
NATIONAL BANK 


ORGANIZED 1803 


PHILADELPHIA, PA. 


Capital, Surplus and Profits, 346,000,000 


sums up the issue in a question: What 
good purpose, in theory or practice, is 
served by giving publicity by word of 
mouth or by print to estate matters, to 
the embarrassment of the members of 
the family, at any time and especially at 
a time when they are sensitive and 
wounded? 


—* A. THEIS has prepared two 
extraordinary tables showing what 
happens when the same cost accounting 
system is applied 
to two trust de- 
partments. A study 
of these tables and 
a comparison be- 
tween them dis- 
close enormous dif- 
ferences in net 
earnings, not only 
between the two 
companies but 
among the various 
divisions of trust 
activity within 
each bank. The 
method used for computing costs was 
evolved from a study of trust service 
costs and charges in all parts of the 
country. One of the facts brought out 
by a questionnaire was that earnings of 
trust departments varied all the way 
from 15 per cent of the gross to more 
than 50 per cent. 


XPERIENCE for Our Loans” 

suggests several ways for Amer- 
ica to profit by the mistakes of Ger- 
many. Many empty apartment houses 
in Berlin stand today as rather depres- 
sing monuments to a magnificent housing 
plan which involved the generous use of 
public funds for construction purposes. 
This article points out that the plan was 
perfect in theory, commendable in motive 
and completely satisfactory in every way 
except that it would not work. A builder 
who is required to risk only 10 per cent 
of the cost of construction and is assured 
that the government is willing and anx- 
ious to see that he does not lose anything, 
is apt to show too much zest and not 
enough ordinary business caution. One 
other leaf which the writer thinks might 
profitably be taken from Germany’s re- 
cent record is the Reich’s experience with 
the dole. Here again the idea was with- 
out a flaw, fascinating to look at but dis- 
astrous in its results. 


ORMAN J. WALL makes a valu- 

able contribution to the fund of 
banking information with an article 
showing how the decline in commodity 
prices has affected deposits in agricul- 
tural areas. He shows the direct rela- 
tionship existing between the net demand 
deposits of banks in towns of less than 
15,000 population and the prices which 
farmers are receiving for their products. 
He goes further and cites separate fig- 
ures for cotton-growing states and corn- 
belt states to prove that the decline in 
deposits for various producing areas va- 
ries in accordance with the decline in 
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specific commodities. Out of these facts 
he draws conclusions which are not at all 
pessimistic. Naturally, he points out, 
the shrinkage in deposits has curtailed 
the volume of loanable funds in agricul- 
tural districts, but in general, conditions 
are less serious than in 1920. Borrow- 
ings from Federal Reserve and corre- 
spondent banks are less than usual and 
banks are carrying a larger proportion 
of readily liquidated short term paper. 
Any rise in farm prices, he believes, 
would materially and immediately in- 
crease the liquidity of country banks. 


EE S. TRIMBLE is the author of 
what might be called an open letter 
He summons directors 
back to their legal 
and moral task of 
actively contribut- 
ing to the manage- 
ment of their 
banks. He traces 
the development of 
the corporate plan 
and shows how 
boards of directors 
came into existence 
because they were 
required to dis- 
charge the impor- 
tant function of representing stockhold- 
ers. Management, says Mr. Trimble, is 
nothing but close attention to detail by 
persons authorized and responsible. The 
directors of a bank come in the class of 
persons who are both authorized to guide 
the policies of the institution and re- 
sponsible for its success. Times like 
these, thinks the writer, are not favor- 
able to figurehead directors. 


to directors. 


OHN H. BOUSHALL in “Doctors and 

Trust Officers” says that the family 
physician is a valuable source of infor- 
mation to trust men in dealing with the 
beneficiaries of estates. Among the 
manifold problems of administering an 
estate are many which require close con- 
tact with members of a family and inti- 
mate knowledge of their habits, mental 
equipment and general background. The 
average trust officer seldom has the ad- 
vantage of such contact and must seek 
its equivalent in some other direction. 


REDERICK A. BRADFORD be- 
lieves that some corporations err 
badly on the side of too much cash. He 


cites facts from the record to prove that’ 


the increase in average working capital 
ratio of American industrial concerns 
during the past ten years, and the re- 
sulting drop in volume of short term 
borrowing from banks, has been bad for 
both banks and corporations. It would 
benefit business, he says, if companies 
distributed excess funds to stockholders; 
moreover, the policy of maintaining bal- 
ances large enough to take care of short- 
term capital requirements has deprived 
banks of a considerable volume of sound, 
self-liquidating loans. 


IN cLevetann the 12 large commercial 


banks, with aggregate deposits of 


$1085,000,000, furnish checks on 


la Monte Safety Paper. To them and 


their customers La Monte checks are 


| safe checks, durable and distinctive, 
readily identified and widely accept 
ed as the standard. George La Monte 


& Son, 6] Broadway, New York City. 


LA MONTE NATIONAL SAFETY PAPER FOR CHECKS 


identified by its wavy lines 
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A FACTORY PROGRAM 


Pontiac announces for 1932 two remarkable new cars: tance: Syncro-Mesh... Quiet Second ... Free Wheeling... 


. Ride Control . .. Longer Wheelbase . . . Increased Powerand 
A new Six that brings the important developments of the 


. High Speed ... Greater Economy ... New, Roomier Fisher 
year to the low-price field. . . and 


Bodies . . . Rubber Cushioning . . . Enclosed Springs. 
A new V-Eight that offers the distinction of V-Eight per- 


B hese t Pontiacs... ine all 
formance at a list price under eight hundred and fifty dollars. des 


they offer. You will agree that Pontiac—as a Six or an Eight 
Both offer the following new developments of major impor- —is indeed—an outstanding General Motors value... . 
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Is Wage Maintenance a Fallacy? 


By GEORGE E. PUTNAM 


Industry’s Efforts to Maintain Labor Costs at Artificial Levels 
Is at Variance With Declining Commodity Trends and Causes 
Workers, It Is Contended, Too High for 


Unemployment. 
Job-Holders Often Helped at the Expense of Jobless. 


Market. 


N interesting difference of 
opinion arose, several months 
ago, among members of the 
banking fraternity over the 

matter of wage policy. One or two 
prominent bankers had the temerity 
to declare publicly that wage rates 
should be reduced. In support of this 
position they pointed out that with 
wholesale prices hovering around the 
1913 level it would be impossible for 
business to go on paying 1928 wage 
rates out of 1931 price levels. They 
also contended as a matter of principle 
that business would not be able to 
cure itself of its ailments until it ap- 
plied the stock remedy which has been 
found essential in all previous depres- 
sion periods, namely, the remedy of 
wage deflation and lower costs. 


The Other Side 


IHESE views were sharply chal- 

lenged by another group of 
bankers, and by some _ industrial 
leaders as well, on the ground that 
wage reductions would diminish con- 
sumer buying power and injure busi- 
ness. For more than two years now 
the doctrine has been getting wide 
publicity that wages should be. main- 
tained in order to maintain buying 
power; and for more than five years 
the doctrine has been gaining ground 
that the payment of high wages makes 
for national prosperity. These doc- 
trines have been so well popularized 


that there is instinctive resistance in 
the public mind toward any proposal 
suggesting wage reductions. 

In appraising these conflicting 
views, it is important first of all 
to understand clearly what it is that 
makes for high or low wages, and 
why it is that wages in the United 
States are normally higher than 
wages in any other country. 

In spite of popular notions to the 
contrary, it cannot be seriously con- 
tended that our high wage rates are 
in any way due to our high protective 
tariff. We had high wages in this 
country long before we ever thought 
of protective tariffs. In fact, one of 
the principal arguments advanced for 
the enactment of our first tariff law, 
more than a century and a quarter 
ago, was that American manufactur- 
ers could not successfully compete 
with the manufacturers of western 
Europe because the latter had at hand 
an abundance of cheap labor. It was 
clearly the opinion of our first pro- 
tective tariff advocates that we needed 
protection because of our high wages. 

Nor can the American wage scale 
be explained on the absurd ground 
that our employers have willed to 
pay their men high wages. The truth 
of the matter is that wages are neces- 
sarily high where production is high. 
Working in a country having great 
natural resources, the American 
laborer with the aid of up-to-date 
machinery can turn out a greater 
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volume of products in eight hours of 
work than can the laborer in any other 
part of the world; and large produc- 
tion per man is translated into high 
wages by the competitive bidding 
among employers for labor power. 
Competition compels employers to as- 
sign a large part of their total output 
in the form of wages to those who 
make the output possible. 


Some Prefer to Pay High 


NE exception may be noted to 

the statement that American 
employers have not willed to pay 
their men high wages. During the 
past two years many employers have 
been paying materially higher wages 
than they would be required to pay 
in a free competitive labor market. 
Some have followed this policy out of 
a desire to avoid the public odium that 
would fall on those who reduced 
wages; others, out of conscientious 
consideration for the popular doctrine 
that the payment of high wages makes 
prosperity. For the first time in our 
history some of our largest employers 
endeavored to go through a period of 
severe depression and declining world 
prices without cutting wages. 

Now the question arises: Did they 
follow a sound policy? Did they really 
maintain purchasing power? 

It is easy to trace some of the im- 
mediate results of their policy. In the 
first place, the maintenance of high 
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wage rates during a period of declin- 
ing prices merely threw men out of 
work. This should be apparent to 
the most casual observer. In order 
to make both ends meet in a period 
of business strain, employers were 
forced to economize in all possible 
ways. If it is decreed by law, custom, 
or public opinion that wage rates be 
maintained, the only alternative left 
to the employer is to reduce his labor 
costs as best he can by lopping off 
non-essential jobs. Un- 

fortunately, it was next 


to impossible for those who lost their 
jobs in this way to find work else- 
where. Other employers were dismiss- 
ing rather than hiring. And employ- 
ers who might have set themselves 
up in business for the first time—and 
absorbed some of the surplus labor— 
were deterred from doing so by the 
maladjustment between labor costs 
and commodity prices. 

Looking at the matter from a 
slightly different angle, it is clear 
that there is no great difference in 
principle between the merchandising 
of commodities and the merchandis- 
ing of services. The merchant knows 
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instinctively, when his goods fail to 
move into consumptive channels, that 
there is something wrong with his 
pricing policy. He knows that when 
goods start backing up in his ware- 
house he must lower his price and 
stimulate consumers to buy. By the 
same token it must be recognized that 
when there is widespread unemploy- 
ment it is be- 
cause the price 
of labor service 
is too high— 
the laborer has 
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the part of employers to economize in 
labor expense—have a diminished 
buying power. Having no earnings, 
they have little money to spend. As 
for those who continue to be employed 
at maintained wage rates, it is equally 
clear that their maintained wages 
add nothing to national buying power. 
The high purchasing power which 
employed workers enjoy is something 
that is transferred to them, in part, 
out of the pockets of other classes— 
from the producer of raw materials 
or from the consumer of finished 
products. It is entirely a case of tak- 
ing from Peter and giving to Paul. 
The producer can buy less because he 
receives a lower price for his raw 
materials; the consumer can buy less 
because he has to pay more for his 
finished products; and the investor 

can buy be- 

cause he has failed 

to receive  divi- 


“The maintenance of high wage rates during a period 
of declining prices throws men out of work” 


priced himself out of the market. It 

is hardly too much to say that wide- 

spread unemployment is prima facie 
evidence that those who have employ- 
ment are being paid more than the 
fair value of their services. 

A second result of the policy of 
maintaining artificial wage rates in 
the face of nationwide unemployment 
was that total buying power, instead 
of being increased as contemplated, 
was actually diminished. This con- 
clusion may startle those who have 
fallen under the spell of current wage 
doctrines, but it can easily be shown 
to be valid. 

No proof is needed for the state- 
ment that those workers who lost 
their jobs—as the result of efforts on 


dends. In the final balancing of the 
accounts, there is no evidence that 
high wage rates produce additional 
purchasing power. On the contrary, 
to the extent that high wages reduce 
the volume of employment and indus- 
trial activity they diminish the buy- 
ing power of the nation as a whole. 


The Circle Complete 


INALLY, the maintenance of an 
artificial wage scale diminishes 
both consumption and production and 
stands as a threat to our vaunted 
standard of living. Total consump- 
tion of goods is necessarily dimin- 
ished when men are thrown out of 
(Continued on page 482) 
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Why Publicity About Estates? 


By GILBERT T. STEPHENSON 


Vice-President, Equitable Trust Company, Wilmington, Del. 


Fundamental Error in English and American Theory That the 
Affairs of Deceased Persons Should Be Matters of Public 


Knowledge. 


French Practice Is to Observe Strict Privacy, 


Permitting Access Only to the Heirs and Interested Persons. 


HY is there and why should 
there be so much publicity 
about estates? 


A person, who has led an 
unobtrusive life and who has attended 
to his own business and kept his pri- 
vate affairs to himself, dies. In the 
course of a few days the substance or 
even a full copy of his will and an 
estimate — fre- 
quently a grossly 
inaccurate esti- 
mate — of his 
estate are pub- 
lished. If there 
are any unusual 
provisions or un- 
natural gifts or 
omissions in the 
will, attention is 
called to them and 
comment about 
them is made. 


Who Is to 


Blame? 


EMBERS of 

the family, 
modest and un- 
used to publicity, 
are embarrassed 
and irritated to 
have what they regard as their private 
affairs a subject of comment in the 
press and on the street. Quite natu- 
rally, they begin to inquire who is to 
blame. 

First, they turn to the executor, 
with the suspicion that, perhaps, he 
has violated a confidence. But the ex- 
ecutor explains that he has done noth- 
ing but what the law obliged him to 
do—namely, file the will for probate 
and the inventory and appraisement 
of the estate for record. So, the ex- 
ecutor is altogether blameless and, in 
fact, helpless as regards the publicity. 

Next, they turn to the surrogate or 
probate judge or register of wills with 
the criticism that he has been care- 
less in letting anybody and everybody 
see the records of his office. But when 
such a statement is made to or about 
him and his office, he must, in fairness 
to himself, reply that the records of 


his office are public, that he has no 
right to say who may and who may 
not see them. In so saying he is cor- 
rect; he is not blameworthy in the 
least that the records of his office— 
such as wills, inventories, and apprais- 
als—are inspected, copied, or com- 
mented upon. 

Finally, they turn upon the news- 


“A dead man’s affairs are everybody’s 
business” 


paper or to its representative, the re- 
porter, and sometimes severely criti- 
cise him for “nosing” into the private 
affairs of other people and, as they 
complain, violating the canons of com- 
mon decency with respect to the mem- 
ory of the dead. But the editor or re- 
porter, as the case may be, may very 
well reply that neither he nor his 
newspaper is to blame, that the records 
from which he has quoted or upon 
which he has commented are public, 
that as such they are legitimate 
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sources of news, that the unusual or 
unnatural or unexpected dispositions 
of estates are news, that, unless he 
prints such news, other papers will, 
and that he will not be serving his 
readers properly if he does not give 
them the news. It is not a little em- 
barrassing to a local newspaper, out 
of respect for and in deference to the 
wishes of the family of the deceased, 
to suppress such news only to have it 
published in some out-of-town paper 
with a circulation in the community. 
If the local paper persists in such a 
course, he says, it will lose subscrib- 
ers to the papers that do give their 
readers the news. 

The newspaper man will probably 
remind one who complains of him 
that the same principle is involved 

here as was in- 
volved a few years 
ago in connection 
with income tax 
returns. It will 
be recalled that 
until a few years 
ago income tax 
returns were re- 
garded as private 
and, being so, 
open to the in- 
spection of those 
only who were 
parties in inter- 
est, that there 
came a time when 
they were for a short while open to 
public inspection—in effect, became 
public records—and that thereupon 
lists of the amount of income taxes 
paid by individuals and corporations 
were published far and wide, much to 
the disgust of the taxpayers. But, 
here again, the newspapers were not 
to blame. The income tax figures had 
become public records. The newspa- 
pers would not have been giving the 
news if they had not published the 
lists. To any criticism for so doing, 
they might very well have retorted 
that, if the people did not want the 
figures published, they should not 
have made the tax records public. 

While this is not meant to be a 

defense of the press, it is only fair to 
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say that the fault should not be laid 
at the door of the newspaper man for 
publishing the news but at the door 
of the people, themselves, for making 
the documents connected with estates 
public records. The newspaper man 
has a code of ethics about news and 
about obtaining and publishing news 
to which he is as faithful as any other 
professional man is to his code. If 
there is too much publicity about es- 
tates, the fault is not in the news- 
paper for publishing the news; it is 
in the people, themselves, for letting 
it be news. 


Devices to Avoid Publicity 


HE people of England and the 

United States—that is, in the 
common law countries, where estate 
documents are public records—have 
adopted many devices to avoid pub- 
licity about estates, the same as the 
French and the people in other civil 
law countries have adopted devices as 
substitutes for trusts. 

One of these devices is gifts inter 
vivos—outright gifts made during 
one’s lifetime to those as to whom, for 
one reason or another, it was desir- 
able that they should not appear as 
beneficiaries under the will. This is 
especially applicable to gifts to char- 
ity. A modest person (and there are 
quite as many charitably inclined peo- 
ple who prefer to keep their light 
under the bushel as those who wish to 
put theirs on the top of the bushel) 
will make his distributions among 
charitable organizations and institu- 
tions during his lifetime to keep from 
having the lists and amounts of his 
charities published after his death. 
This, one may say, is not a disadvan- 
tage; but, as a matter of fact, it may 
not only be a disadvantage but it may 
even be an injustice, in that one may 
make distributions during his life- 
time that should have been made only 
at his death, to the extent of disfur- 
nishing himself and his dependents. 
I have known this to take place in, at 
least, two rather notable cases. 

Another device is to make an out- 
right gift by will to a friend or rela- 
tive and have an understanding with 
him that the gift is not to be kept by 
him but is to be used or distributed 
according to the wishes of the tes- 
tator. The wishes of the testator are 
sometimes contained in an informal 
letter or memorandum delivered to the 
named beneficiary or left with the 
will itself. The weakness of this ar- 
rangement is that the obligation upon 
the beneficiary to carry out the wishes 
of the testator is a moral obligation 
pure and simple which may be ac- 
cepted or ignored as the beneficiary 
sees fit. Besides, the beneficiary, him- 
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self, may die before the wishes of the 
testator have been carried out and 
the whole plan fail. 


An Oral Trust 


TILL another device is to create 

an oral trust with regard to the 
gift. That is to say, A makes a gift 
by will to B and B agrees on the side 
that he will hold the gift in trust for 
C. There is a body of law as to secret 
trusts in both England and America. 
Under certain circumstances such a 
trust is enforceable; but to enforce it 
by a court proceeding is to frustrate 
the very purpose of the trust in that 
the effect of it is to give publicity to 
an arrangement that was entered into 
for the purpose of keeping it secret. 
One who creates an oral trust should 
do so with his eyes open, knowing that 
he is relying more upon the good faith 
and longevity of his trustee than upon 
any protection that the courts would 
give him. 

The best and, in fact, the only safe 
arrangement in common law countries 
is to create a living trust reduced to 
writing with all the terms definitely 
set forth. Let us suppose that A de- 
sires to make a gift to somebody or 
to some charity without the public’s 
ever knowing about it. He may trans- 
fer the property during his lifetime 
to a trustee under a definite trust 
agreement. During <A’s lifetime he 
may retain the supervision of and de- 
rive the benefits from the property in 
the hands of the trustee. After his 
death the trustee, acting under the 
express and enforceable terms of the 
trust agreement, will carry out the 


‘purposes for which the trust was cre- 


ated without any publicity whatever. 
The trust agreement is a private con- 
tract between the creator and the 
trustee, and the beneficiary even need 
not know who created the trust. 

There are many other and more 
general uses to which living trusts are 
put; but, none the less, they are the 
safest and most adaptable device in 
common law countries for making 
gifts direct or in trust without pub- 
licity. 


The French Practice 


E in the United States might 

learn a valuable lesson from the 
French as regards publicity about es- 
tates. They regard the settlement and 
distribution of an estate as a strictly 
private, family affair. 

In the first place, a Frenchman of 
family can dispose by will of only a 
limited portion of his estate. If he 
leaves one child, he may dispose of 
only one-half of his estate; if two, 
one-third; if three or more, one- 
fourth. If he does not leave a child 


but does leave one or more parents or 
grandparents on both sides, he may 
dispose of only one-half of his estate; 
if on only one side, he may dispose vf 
three-fourths. So, he needs to give at- 
tention to the distribution of only the 
free portion of his estate. 

In the second place, the Frenchman’s 
will is made under such circumstances 
as to assure both its technical accu- 
racy and its privateness. it is true 
that most French wills are holo- 
graphic; but as a matter of practice, 
the notary, who is the French family 
lawyer, superintends the writing and 
sometimes writes the will out, himself, 
and lets the testator copy it in his own 
handwriting. A second type of will, 
called the notarial, is drawn by the 
notary, read to the testator, and 
signed in the presence of two notaries 
and two witnesses or one notary and 
four witnesses. A third type, called 
the mystic will, is written by the tes- 
tator himself or by somebody for him, 
put into a sealed envelope and deliv- 
ered to the notary in the presence of 
six witnesses in whose presence the 
notary encloses the document in still 
another envelope which is signed by 
the witnesses. But whether the will 
is holograph, notarial, or mystic, it is 
executed under the supervision of the 
notary, which assures its accuracy. 


Documents Not Public 


N the third and most important re- 

spect, when the testator dies neither 
the will nor the inventory becomes a 
public document. There is no such 
thing in France as probate practice 
as we know it. The estate is settled 
privately. The French family is re- 
garded as we in America regard a 
corporation. The family is the unit. 
The family unit has continuous exist- 
ence as an American corporation does. 
The death of the father or husband as 
head of the family is like the death 
of the president of a corporation. The 
existence of the family is not broken. 
The heirs step in, pay the debts, dis- 
tribute the legacies, take over the bal- 
ance, and carry on as a family. 

If there is a contest, the matter gets 
into court in France the same as it 
would in America, with all the at- 
tendant publicity. But in the usual 
case, the settlement of the estate is 
the private affair of the heirs carried 
on under the supervision of the notary. 

If one has a real financial interest 
in the estate—as creditor or legatee 
or heir or tax collector—he may see 
the will and all the other papers. But 
if he does not have such an interest, 
he has no more right to see the papers 
in an estate than he would have to see 
the other private papers in a lawyér’s 

(Continued on page 473) 
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“Into the holding companies offices the cows thrust their heads” 


Europe’s Runaway Riches 


Sanctuary 


By ROBERT CROZIER LONG 


Enough Capital Has Fled from Germany to Pay the Short Term 
Foreign Debt. Austria, Hungary, Poland and Spain Also Experi- 
encing Same Phenomenon. Tragedy and Grim Humor. Holding 
Companies Are Devices for Evasion. Small Countries Compete. 


ERMANY cannot pay _ her 

debts. Yet $2,000,000,000 of 

her national capital in- 

vested or deposited abroad in 
industrial undertakings, holding com- 
panies, bonds, and banks. Were the 
$2,000,000,000 realized, they would 
suffice to pay off entirely the short- 
term foreign debt which poisoned the 
international financial atmosphere in 
1931. But they are not easily realiza- 
ble. They represent Capital-Flight 
and Capital-Fright. In current belief 
they constitute a reproach to the Ger- 
man nation. 


From Seven Countries 


HE reproach is exaggerated. 

Capital-Flight and Capital-Fright 
are no German monopoly. .There is 
Capital-Flight from Austria, Hungary, 
Poland and Spain. Since the gold- 
standard crisis of September last capi- 
tal has fled from England and Scandi- 
navia. Three and a half billion dol- 
lars is the Capital-Flight estimate of 


a Dutch bank for seven European 
countries whose politics, finances, or 
currencies are in a precarious condi- 
tion. 

For the debtor-countries which it 
weakens and for creditor- 
countries which it defrauds Capital- 
Flight is a tragic matter. But it has 
its comic sides. It illustrates with 
grim humor the futility of human 
panic and human over-confidence. In 
early 1931 timid Germans converted 
scores of millions of apparently shaky 
reichsmarks into apparently impreg- 
nable English pounds. During the 
midsummer debts crisis Chancellor 
Bruening ordered the sale of these 
pounds to the Reichsbank. Some Ger- 
mans dutifully obeyed, and these re- 
ceived from the Reichsbank 20 marks 
for every pound delivered up. Other 
Germans ignored the decree and kept 
their cash in “safe” pounds. Today 
their pounds are worth 14 marks. 
History proves that the safest country 
may become unsafe. 

Today Switzerland is the sanctuary 
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to which Flight-Capital flees as the 
lawbreakers of the Middle Ages fled 
for sanctuary to churches and clois- 
ters. But ten years ago capital was 
fleeing from Switzerland to Holland, 
to Sweden, to the United States. 
Frightened by a proposed heavy prop- 
erty-tax, Swiss citizens rushed their 
funds abroad. Even the dollar, we 
know, has been under suspicion. In 
October, 1931, Poles, having fled from 
doubtful native zlotys to safe dollars, 
suddenly took fright and sold their 
dollars for zlotys so precipitately that 
the dollar-exchange in Warsaw under- 
went sharp depreciation. 


Numberless Ways of Evasion 


EFORE the international currency 

crisis became acute Capital- 
Flight was undisguised: and unhin- 
dered. Today all countries with shaky 
currencies seek to prevent it by con- 
trolling the purchase of foreign ex- 
change. But the ways of evasion are 
numberless. Exchange is obtained for 
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payment of foreign debts which never 
existed. The purchase-price of ex- 
ports is left abroad. The home cen- 
tral bank is induced to sell exchange 
for payment of “imports”; and the im- 
port goods are duly ordered, but are 
sold under way and the proceeds are 
left abroad. Citizens of Capital- 
Fright countries with bank-balances 
abroad who need home currency for 
the conduct of their business conclude 
deals with fellow-citizens who want to 
smuggle-out capital. The latter sup- 
ply the former with home currency; 
the former credit the latter in some 
foreign bank. For small transactions 
there is the crude device of physical 
smuggling. Few trains cross the 
frontier of a Capital-Fright country 
without their concealed bundles of 
bank-notes and instruments of credit. 

German Capital-Flight, unlike that 
of other countries, has a limited mar- 
ket. It never goes to a former enemy 
country with a Reparations claim. It 
avoids France and Belgium, which, 
it is feared, might resort to confisca- 
tion. Nine-tenths of the German capi- 
tal that goes abroad in order to escape 
revolution, or currency-depreciation, 
or heavy taxation finds a resting place 
in Switzerland, or Luxemburg, or the 
microscopic principality of Lichten- 
stein. 


Small Countries Compete 


for It 


‘MALL countries welcome Flight- 

Capital. It swells their bank-de- 
posits, supplies cheap credit to their 
industries, and leads to the settlement 
on their territories of opulent for- 
eigners. The small countries compete 
furiously to attract Flight-Capital. 
Swiss cantons have issued circulars 
pointing out their merits as sanctu- 
aries. Canton X, for instance, boasts 
that its taxes are lower than those of 
Canton Y. The Swiss “half-canton” 
of Basel-Stadt concludes special deals 
with foreigners on the basis of a 75 
per cent reduction of income-tax. 

The holding-company is the favorite 
device of Germans who want to get 
their capital abroad without them- 
selves following it. Holding-com- 
panies have the advantage of anonym- 
ity, and their directors on the spot are 
men of straw. Since Capital-Flight 
began holding-companies have sprung 
up like mushrooms on Swiss territory. 
In 1925 there were 432; at the end 
of 1929 985; today an estimated 1,300. 
Two-thirds of the capital in these com- 
panies is foreign. The Grand Duchy 
of Luxemburg—population 250,000— 
challenges Switzerland. Within six 
weeks of the collapse of sterling 
Luxemburg was enriched with a 
couple of dozen British holding-com- 
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panies. The capital of one company 
exceeded twofold the whole note-cir- 
culation of the Grand Duchy. The 
capital of another was $470. Clerks 
and bookkeepers from London turned 
up as directors. 


Lichtenstein Gets It 


ICHTENSTEIN is an independent 
principality lying between Austria 
and the Swiss cantons of Graubunden 
and St. Gallien. It covers sixty-five 
square miles; has 10,000 inhabitants; 
has a metropolis, Vaduz, with 1,200 
citizens, in the one street of which 
wander cows. Lichtenstein has no 
income-tax and no other direct taxes 
except an impost of 1 mille upon 
capital, which by arrangement with 
foreigners may be reduced. At the 
end of 1929 Lichtenstein had 579 hold- 
ing-companies of which 400 were Ger- 
man; today it has 900, which is one 
company per eleven inhabitants. As 
a sanctuary of Flight-Capital Lichten- 
stein is prominently featured in Ger- 
man comic journals; holding cows, 
say the wits, has been supplanted by 
holding-companies; and into the one- 
story houses which serve as holding- 
company office buildings the cows 
thrust their heads. Germany’s credi- 
tors refuse to see the joke. 

All exported German capital is not 
Flight-Capital. Whether funds sent 
abroad represent Capital-Flight or not 
really depends upon the motive of the 
sender. Much German capital went 
abroad for industrial foundations like 
the rayon daughter concerns in Amer- 
ica, the I. G. Chemie founded at 
Zurich by the I. G. Farben-industrie, 
and the Continental Linoleum Co. of 
Basel. But fear of revolution, or cur- 
rency-depreciation, or taxation is the 
motive behind the holding-companies ; 
and these cases certainly constitute 
Capital-Flight. Fear of taxation 
plays a big role. Many of the holding- 
companies evade the light taxation of 
their countries of domicile. They pay 
no dividends, and accumulate profits 
in the shape of secret reserves. If 
their founders and shareholders con- 
tinue to live in Germany they affirm 
that they have no income from in- 
vestments abroad. 


Pre-War Investments 


WING to the difficulty of defin- 

ing Capital-Flight German esti- 
mates of the total vary enormously. 
Before the war Germany’s foreign in- 
vestments and claims totalled $7,000,- 
000,000. In 1924, according to the 
McKenna Committee which sat simul- 
taneously with the Dawes Committee, 
the total was $1,500,000,000. This sum 
included $300,000,000 of foreign bank- 
notes acquired during the inflation. 


During the prosperous Dawes-Plan 
years nearly all of this Flight-Capital 
returned. But a new export of capital 
soon began. At first the export was 
for “legitimate’”’ purposes—for indus- 
trial foundations abroad. Later, as 
the Hitlerite and Communist parties, 
both of which have declared for ex- 
propriation, waxed in strength, capi- 
tal-export became Capital-Flight. In 
1930 and in the first half of 1931 Capi- 
tal-Flight proceeded rapidly. It was 
checked, but not terminated, by the 
currency crisis of July, 1931, when 
the Bruening Cabinet restricted the 
export of funds to payment for im- 
ports and to certain debt repayments 
stipulated in the Basel “credit-freez- 
ing” agreement. 

Before that crisis an official esti- 
mate of German capital abroad had 
been made. For September, 1930, the 
Reich Statistical Bureau estimated 
foreign investments and holdings as 
follows. The estimate covers “legiti- 
mate” investments, bank-balances, 
and holding-companies and other obvi- 
ous forms of Capital-Flight: 


Dollars 
Short Term. 1,325,000,000 
Stocks and Bonds ......... 220,000,000 
Company Foundations ..... 905,000,000 
Total ...... $2,450,000,000 


The Extent in Dispute 


HIS $2,450,000,000 is the mean 

figure between two varying esti- 
mates of the Statistical Bureau. The 
report drawn up by Sir Walter Layton 
in Basel shows a smaller total. Sir 
Walter Layton put the sum at $2,125,- 
000,000, whereof $875,000,000 were 
short-term and $1,250,000,000 long- 
term. The relative smallness of Sir 
Walter Layton’s estimate can be ex- 
plained. Between September, 1930, 
the date of the Statistical Bureau’s 
estimate, and the date of the Layton 
report the German banks’ big deposits 
in foreign banks had been sacrificed 
for repayment of part of the German 
short-term debts. 

Reich Minister of Labor Stegerwald 
recently asserted that German Capi- 
tal-Flight totalled $2,000,000,000. This 
total can be justified only by attribut- 
ing all of the capital-export to flight 
motives. No other German authority 
admits that. Capital-Flight is returned 
at between $1,000,000,000 and $1,500,- 
000,000 by Prof. Prion of Berlin Uni- 
versity. The official institute for 
studying trade fluctuations holds that 
even in 1930, which was a panicky 
year, only $175,000,000 of the total 
capital-export was Flight-Capital in 
the proper sense of the term. Erich 
Welter, financial editor of the Frank- 
furter Zeitung makes a maximum es- 

(Continued on page 475) 
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Experience for Our Loans 


Much American Capital Is Frozen in Germany but We May 
Still Profit to a Large Degree by Examining into Results of Some 
Schemes and Plans Tried Out There Before Instituting Com- 
parable Experiments to Improve Business Conditions Here. 


N Germany there has not only been 
tried but carried out to a high 
degree, plans and schemes and 
laws that once looked good to some- 

one as measures for the improvement 
of the condition of the people and the 
speeding up of business. The rosy 
promise of expectation is now gone, 
and in its place there is implacable 
experience. 

In the United States at this time 
and especially in Washington, we are 
in the stage of hopeful expectation 
and enthusiastic resolve, and, if we 
shall consider how well some compara- 
ble schemes have worked in Germany, 
there is a likelihood that money will 
be saved and that we shall not make 
business worse by mistaken efforts to 
improve it. 

Only a little while ago Germany, es- 
pecially Berlin, was concerned with 
housing; in America now we are con- 
cerned with housing. The motivating 
thought in Germany, as expressed at 
the time, was to provide shelter for 
people as there was a shortage of 
housing facilities; in America at the 
present time, the leading thought is to 
stimulate the building industry though 
of houses and offices and factories we 
seem to have not only plenty for all 
purposes but a distressing surplus. 


To Stimulate Building 


O stimulate the building situation 

in America, it has been suggested 
that Federal funds be used; in Ger- 
many public funds were used with the 
result that the public is holding the 
bag; there are in Berlin empty houses 
and apartments galore—apartments 
that cost too much for the people to 
rent. The builders constructed them 
mostly with public money; the income 
is falling short of the sums necessary 
to pay the interest; the difference falls 
back on the public in the form of 
taxes. 

It was different in Germany when 
the builders had to finance themselves. 
Then they built small apartment 
houses and proceeded cautiously. 
When, however, an arrangement was 
made whereby the builder had to fur- 
nish only 10 per cent of the cost of 
construction and the municipality fur- 
nished the remainder, the builders 
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built on a larger scale and not so cau- 
tiously, for—manage it as you will— 
there never can be the same economy 
in the expenditure of public funds as 
may be exercised in the management 
of money which the individual has 
slowly and laboriously accumulated or 
for which he is personally responsible. 
Literally, miles of apartment houses 
were built in Berlin and in theory the 
rentals received were to pay the in- 
terest on the investment, but theoriz- 
ing and realizing are far from coin- 
ciding. 

The bulk of this building was done 
at very high prices, which would be a 
bad enough factor if it stood alone. 
In addition to that, the building in- 
dustries are cartelized and the cartels 
keep up prices. Every important item 
that goes into the construction of a 
building is price-fixed, even to the pa- 
per on the wall. Rents, therefore, had 
to be placed at rates that were repel- 
lant rather than attractive. Two and 
three-room apartments find tenants, 
but an apartment with more than five 
rooms is a drug on the market because 
the people cannot pay. 


Can’t Live in Their Own 
Houses 


PARTMENTS, therefore, there are 

in plenty, and, though they are 
provided principally with the people’s 
money, the people cannot live in them 
—a strange comment on the manage- 
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ment of these intelligent times it is 
that the people may not live in their 
own houses! 

All this created a condition for that 
after-the-fact institution called the in- 
vestigation, though why the investi- 
gations are not made before when they 
could do so much, instead of after 
when they can do so little, is one of 
the mysteries of civilization. 

In 1931 a government Commission 
of Enquiry (so-called Enquete Com- 
mission) into housing declared that 
the public financing of housing con- 
struction had proved uneconomic— 
which everyone then knew. An expert 
(Dr. Kurt -Nawratzski) declared that 
the cost per dwelling of houses 
financed mainly with public funds was 
about double the reasonable cost. 

In 1924-30 inclusive, about 18,000,- 
000,000 marks was invested in dwell- 
ing-house construction. About half of 
that sum was publicly advanced (out 
of the yield of the house-rents tax), 
and a further 12 per cent was ad- 
vanced by savings banks and other 
public credit institutions. 

In many cases apartment houses 
were built with 90 per cent of public 
capital, in some cases with 97 per cent. 
The public money was secured by 
mortgages. The publication, Die Bank, 
estimates that already the houses have 
fallen 10 to 20 per cent below the con- 
struction cost; and that 10 to 15 per 
cent of the public mortgages is lost. 
Die Bank also estimates the loss to 
public bodies at 1,750,000,000 marks. 

So much for one scheme however 
pure the intentions of its backers may 
have been! 


Beginning of the Dole 


EADERS of the JOURNAL probably 

are more familiar with the opera- 
tion of the dole in England than in 
Germany, but the insidious growth of 
the system is much alike in each coun- 
try. In America, those who see good 
in such a system would initiate the 
mistake by advocating unemployment 
insurance. That is just how the dole 
started in Germany. When the pres- 
ent law was in process of formation in 
1927, the plan was to insure a worker 
against the loss of wages. In that 
stage of its existence, it was as a plan 


| — | 
| 
~ 
\ 


436 


AMERICAN BANKERS ASSOCIATION JOURNAL 


seemingly on a respectable business 
basis, like life insurance or accident 
insurance, and there was no thought 
that it was to be so developed that a 
person could live by it alone. It was 
promulgated as a business operation 
pure and simple really outside of the 
state, for the total contribution was 
to be but three per cent of the work- 
ingman’s wage—one-half of which was 
to be paid by the workingman from 
his wages and one-half by the em- 
ployer. 

As it sometimes happens in making 
laws there was intentionally, or inno- 
cently a joker in this law. All insur- 
ance must have a reserve and as this 
insurance scheme might start at a time 
of great unemployment, the law con- 
tained a provision that the Reich 
might lend to the Insurance Board to 
get it started, and, when unemploy- 
ment declined and the funds began to 
pile up, then the Insurance Board 
could reimburse the state, out of its 
accumulated funds. 

Whether or not the plan would have 
worked out in times of internal peace, 
ordinary prosperity and no extraordi- 
nary troubles, need not be discussed 
here. None of the foregoing conditions 
prevailed and the insurance plan there- 
fore took another course. 

Since 1927 unemployment has stead- 
ily increased. In February, 1930, there 
were 3,336,000 unemployed; in Febru- 


ary, 1931, there were 4,971,000 unem- - 


ployed. In February of the present 
year, it is estimated that the number 
will be 6,500,000. The system, there- 
fore, started with 

the beginning of 

a period of mount- 

ing unemploy- 

ment. 


The'Reich 
Loaned 


HE Reich not 

only loaned 
money as pro- 
vided by the law 
for a beginning, 
but the finances 
of the Insurance 
Board presently 
became bad 
that in March, 
1930, the Reich abandoned claim to 
630,000,000 marks loaned to the Board, 
and efforts made thereafter to put the 
insurance on a self-supporting basis 
utterly failed. The distress of the 
people has swept away the original 
plan. The contributions from the 
wages now are up to 61% per cent, and 
the term during which an unemployed 
person may receive the dole has been 
reduced by force of circumstances 
from twenty-six weeks to twenty. 


What happens to a man after he has 
received the dole for twenty weeks and 
is still without work? 

Then his case is transferred to what 
is known as “Crisis Relief.” The funds 
for “Crisis Relief” come from the 
Reich and the municipalities, the for- 
mer paying four-fifths and the latter 
one-fifth. When he has exhausted his 
allowance from “Crisis Relief,” then 
he must apply for municipal charity. 
The estimates for the six winter 
months 1931-32 show how this system 
works: 

Estimated unemployed 6,500,000; 
number thereof getting relief of some 
kind about 4,820,000, divided as fol- 


lows: 


1,620,000 
1,700,000 
1,500,000 


4,820,000 


Drawing Insurance Pay.. 
“Crisis Relief” 
Municipal Charity 


The estimated cost of all three 
kinds of relief in the six winter 
months is 1,620,000,000 marks. Of 
this 563,000,000 marks falls to Insur- 
ance; the remainder is a burden on 
Reich and municipal finances. 

That’s another plan to keep in 
mind. 


Another Inflation 


HE pressure of the financial 
troubles in Germany has brought 
out what is inevitable in all times and 


in any country—advocates of another 
scheme of inflation as a means of 
financial alleviation. The existence of 
that school of thought was recognized 
in a speech by Chancellor Bruening on 
November 5, in which he said: 

“At the present moment the interest 
of the German nation in keeping the 
currency stable is stronger than ever. 
When the pound was detached from 
the gold standard, many Germans held 
that we should by a bold stroke detach 
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the mark from gold. I shall resist to 
the last any such attempt at inflation 
measures. This not only out of mo- 
tives of justice, not merely in order 
to defend the weak, but also because 
I hold that an honest balance can be 
established in German business. Any 
kind of inflation would merely destroy 
the honest balance, and serve to dis- 
guise the mistakes which we have 
made in the past.” 

Last fall the Cabinet taking cogni- 
zance of the new competition confront- 
ing Germany by reason of the cur- 
rency depreciation in other countries, 
announced that this competition must 
be met by increasing the buying 
power of the mark and not by depre- 
ciating the mark. In line with that 
policy, the government long ago con- 
tended that the general price level 
must come down—wages and the cost 
of living. An Economic Council, which 
Chancellor Bruening created, had as 
one of its chief objectives the discov- 
ery of ways and means to lower the 
price level. Action against the cartels 
and syndicates was foreshadowed to 
reduce their prices. 

On December 8, the government took 
a rather startling step when it pro- 
mulgated a new emergency decree 
making a 10 per cent cut in rents and 
the prices of all standardized articles 
and wages; 9 per cent cut in official 
salaries; cut interest rate on loans, 
bonds and mortgages, public and pri- 
vate to 6 per cent where it had been 
8 per cent, and cut the rates from 25 
to 50 per cent where they had been 

higher; reduced 
some taxes but in- 
creased others; 
imposed compen- 
satory taxes on 
imports and went 
a step further 
than heretofore in 
its attempt to pre- 
vent the flight of 
capital by provid- 
ing for confisca- 
tion in various de- 
grees. 

Whether or not 
one believes in 
the classical prin- 
ciples of econom- 
ics, one thing 

seems to be fairly plain in all of 
this internal German business: The 
more the government regulates, the 
more there is to regulate. If the gov- 
ernment turns a screw here to correct 
something, lo and behold! in making 
the correction it has thrown something 
else out of joint! And the United 
States is not likely to do better with 
government intervention, if results 
thus far are reliable indices. , 
(Continued on page 473) 
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Doctors and Trust Officers 


BY JOHN H. BOUSHALL 


Trust Officer, First National Bank of Tampa, Florida 


Family Physician Can Be Important Source of Friendly Counsel 


and Sound Information Regarding Trust Beneficiaries. 


In 


Matters Relating to Mental and Physical Background of Widows 
and Children His Advice and Cooperation Have Great Value. 


that cannot be solved by an or- 

der of the probate court, or a 
reference to investment ratings. It is 
in the solution of these problems that 
the trust officer must call on every re- 
source he has, and seek around him 
every possible aid. 

The testator’s estate is the object of 
the administration undertaken, but 
the purpose of the administration is 
that as far as is humanly possible the 
assets of the deceased be managed to 
the best interest of the decedent’s fam- 
ily. And what are the best interests 
of the decedent’s family? 


HERE are many problems in 
the administration of estates 


Personal Relationship 


OR the most experienced trust of- 

ficer to walk into a room where are 
gathered the widow and the children 
of the testator and look them over and 
decide what should be done to the best 
advantage of each one of them is nat- 
urally more than can be expected. 
After several weeks of acquaintance 
the question still is unanswered, for to 
arrive at conclusions under such cir- 
cumstances requires not weeks, but 
years of an intimate knowledge of the 
lives of the persons concerned. Cer- 
tainly with the boasted efficiency of 
corporate administration we cannot be 
balked by one of the most appealing 
reasons why a person would name 
some old friend of the family as his 
executor—that the old friend knows 
the needs of the testator’s family. 

The trust officer must find a way 
out of his dilemma, and fortunately it 
is not very far away. The family 
physician is the repository of a fund 
of information about the widow and 
each boy and girl, even if the boy is 
approaching sixty and the girl is in 
her early fifties. And though his 
training is medical his ministrations 
over the years have many times in- 
cluded words of comfort and consola- 
tion, words of seasoned judgment in 
the conduct of more than a course of 
tonics to regain strength and vigor. 
His eyes have seen, and his ears have 
heard, more than the medical books 


An Asset 


FAVORITE reason for 

naming an old friend 
of the family as executor 
has been that the friend 
knows the testator’s family 
and is intimately familiar 
with their needs. Trust of- 
ficers are in a better posi- 
tion, says the writer, to 
meet this argument if they 
cultivate and maintain 
friendly contact and mu- 
tual understanding with the 
physician of the testator’s 
family. 


lead young doctors to think is the lim- 
itation of medical ministration. 

To the trust officer who gains the 
confidence of the family doctor is 
opened a source of information that is 
invaluable in dealing with the benefi- 
ciaries of the estate. Nobody knows 
better than the family doctor the phys- 
ical set-up of each member of the fam- 
ily; and nobody can advise more skill- 
fully and dispassionately as to the 
mental attitude of each one, or can 
see how far the mental and physical 
qualities predominate in each person 
with whom the trust officer must deal. 
It is an inspiration to come in contact 
with a man who is so shrewd a judge 
of human nature, and who reads each 
one of his patients and each member 
of his patient’s family with an under- 
standing eye. There may be those who 
having eyes see not, but this was 
never spoken of the family physician. 

When the trust company takes over 
an estate, the trust officer becomes ac- 
quainted with the members of the 
family and begins to list the charac- 
ters in the order of their appearance. 
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The first one to be met and con- 
sidered is the widow, who has just 
come through a long period of anxiety 
and shock due to the illness and death 
of her husband. She is newly plunged 
into affairs of business, and what with 
the strain already undergone this new 
state of affairs brings her almost to 
the verge of prostration. With the 
friendly and all-knowing guidance of 
the family physician the trust officer 
steers a well piloted course, and soon 
finds himself well acquainted with the 
widow, her confidence fully estab- 
lished and her sincerest cooperation 
assured. 


Children and Others 


EXT in order come the children, 

perhaps minors, perhaps those 
underdeveloped or  over-developed 
adults whose care and support were of 
especial concern to the testator whose 
estate is being administered. Un- 
doubtedly the plausible and persistent 
demands of those members of the fam- 
ily whose mental status is slightly off 
from normal give more trouble to the 
trust officer than any other feature of 
the family’s side of the administra- 
tion. These people are not the insane 
who are institutionalized and whose 
bills for maintenance are the only 
concern. They are rather neurotics 
who have developed some peculiar 
ideas that they insist must be humored 
or dire calamities to themselves will 
result. They insist on having special 
consideration, special allowances, spe- 
cial this and special that; all of which 
taxes the limit of one’s patience, and 
is intended to tax the limit of the 
funds of the estate that can be 
wheedled or demanded or forced from 
the executor and trustee. 

To the newcomer, as the trust of- 
ficer, the situations pictured are dras- 
tic and, as already mentioned, entire- 
ly plausible. To the family physician 
who has seen the patient develop all 
his characteristics, they are no source 
of alarm. He has seen worse situations 
than the trust officer faces arise and 
be met, and his words of advice to the 
trust officer are like the balm of 
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Gilead, and the strength of the neu- 
rotic’s consciousness of the physician’s 
insight bolsters up the trust officer’s 
decisions like mighty beams in the 
temple. 

And so on through the entire ad- 
ministration of the trusts imposed in 
the will, the determination of so many 
matters affecting the well-being of the 
testator’s family can be made and 
happily handled when they are worked 
out with the cooperation of the family 
physician. 


Flexible Clauses 


GAIN the sympathetic coopera- 
tion of the family physician may 
be enlisted to meet an insidious form 
of attack on the 
trust officer’s plan 
of administration. 
The so-called fiex- 
ible clause in the 
wills and life in- 
surance trust 
agreements gives 
to the trustee the 
right to use all of 
the income, and 
so much of the 
principal as may 
be necessary to 
meet extraordi- 
nary expenses. 
Now, the inter- 
pretations of ex- 
traordinary may 
vary widely, and 
the beneficiary of 
such a clause may 
offer the most 
far-fetched rea- 
sons why she 
should have an 
extra allowance. 
Left to his own 
devices the trust 
officer must re- 
spond to a re- 
quest for funds to 
provide for trips 
hither and yon in 
the search for a 
most elusive 
health. The ex- 
penses for treat- 
ments mount be- 
yond all reason, 
and the benefici- 
ary is armed with 
long and most im- 
pressive opinions of experts. As a 
matter of fact, some relative or friend 
with influence over the patient may be 
furnishing the constant flow of new 
ideas of infirmity and be benefiting in 
some devious way from the funds. 
The family doctor sees through this 
in a flash. The opinions of the experts 
do not awe him. He speaks with au- 
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thority, and the patient knows that he 
knows the truth. A friend of the trust 
officer so loyal and so strong is an as- 
set in estate administration more val- 
uable than unlimited means. 

There do come other cases where 
the trust officer and the specialist have 
problems to work out that require an 
understanding between the trust of- 
ficer and the doctor, each to get the 
other’s viewpoint, each to meet the 
other on a common ground of mutual 
respect and understanding. 

It is probably that in the care of 
alcoholic patients the trust officer and 
the physician are furthest apart. The 
alcoholic who is continually so ineb- 
riated as to require constant care of- 
fers the simple problem of finding an 


“The trust officer has in the family physician one of his best aids in estate admin- 


istration” 


institution organized for the purpose, 
and having some jag-master take the 
patient there. Everyone has had the 
experience of sending some drunk off 
in care of a man supposedly reliable 
and when the pair arrived at their 
destination there were serious doubts 
as to which one was the patient. 
The alcoholic who is an intermit- 
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tent patient offers a problem of 
safekeeping and probation that is in- 
deed difficult. Naturally such care is 
expensive. The trust officer expects 
the speediest recovery and the imme- 
diate release of the patient thoroughly 
cured of all taste for liquor. When 
the bills for apparently needless ex- 
tras accompany the statements for the 
basic treatment, and when the weeks 
of treatment extend into months and 
no promise of an early discharge is 
made, the business side of the trust 
officer has a tendency to wonder what 
the trouble is; and when an intima- 
tion of doubt as to the method of 
treatment comes to the doctor he is 
not tardy in his resentment. It is at 
this point that the need of a mutual 
understanding be- 
tween the doctor 
and the trust of- 
ficer of the prob- 
lems each is fac- 
ing is most neces- 
sary. It would 
seem that only 
that respect 
which each pro- 
fession owes the 
other, and only 
that experience 
on the part of the 
doctor who, “be- 
ing doubted can 
make allowance 
for that doubting, 
too,” and that ex- 
perience on the 
part of the trust 
officer which 
comes from ac- 
quaintance with 
sincere men of 
the highest type 
of the profession 
devoted to this 
work, can form 
the basis of the 
adjustment of 
their viewpoints. 


Must Be 
Friends 


HE trust of- 

ficer is anxi- 
ous that the doc- 
tor does not 
assume a lofty at- 
titude and insist 
that his accounts 
be paid without question, or suggest 
that because the trust officer wants in- 
formation in a realm in which he is not 
skilled, another place be found for the 
patient. Surely the doctor knows what 
is best, but unless he is tactful in his 
comprehension of the businessman’s 
point of view, an attitude of antag- 

(Continued on page 476) 
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Prospects of the Gold Standard 


in Europe 


By THEODOR E, GREGORY 


Professor of Banking and Currency, University of London 


Uncertain Trend of Events in 1932 Expected to Keep Britain 


on Paper Standard for Some Time. 


Vigorous Movement 


Under Way Looking Toward Organization of Imperial Currency 
League. Object Is World Paper Money Under British Guidance. 


HE blunt truth about the 

European situation that 

[ with the possible exception of 

three countries, France, Swit- 

zerland and Holland, the gold stand- 

ard has ceased to operate in Europe 
in any effective way. 

Some countries, like Spain, have 
never managed to struggle back to 
gold at all since the war. In Great 
Britain and Scandinavia there has 
been a formal suspension of gold pay- 
ments; that is, the central banks of 
these countries are no longer obliged 
to encash their notes in gold. Over 
the greater part of the remaining area, 
where the gold standard still obtains 
legally, exchange restrictions of so 
drastic a nature have been imposed 
that, though the currency may still 
be nominally worth its equivalent in 
gold, it is impossible to obtain either 
gold or foreign exchange in anything 
approaching normal quantities. Even 
where some form of gold standard 
still exists, the prospects are that, in 
order to maintain parity in the future, 
foreign debts will remain unpaid. 
This in itself will prove such a shock 
to confidence that it is doubtful 
whether the attempt to maintain the 
gold standard at the expense of 
foreign creditors will in the end suc- 
ceed. 


Effects Empire-Wide 


OREOVER, Great Britain’s de- 

parture from the gold standard 
has dragged away a large part of the 
British Empire, India, the whole of 
the African Colonies, the West Indies 
and Canada. Australia and New 
Zealand were already off gold and it 
is considered exceedingly doubtful 
whether South Africa can maintain 
her position. This is a deplorable 
state of affairs and is, in fact, equiva- 
lent to a complete undoing of the 
whole of the work of restoration 
which had been undertaken in the 
years 1920 to 1929. The chaos has 


gone so far that even in France, with 
the second largest gold stock in the 
world, hoarding, not merely of notes, 
but of actual gold itself, is in active 
operation. Is this state of affairs 
likely to come to an early end? 

In judging of the future, the first 
necessity is to realize the quite ex- 
traordinary character of the present 
situation, so far as the causes which 
have brought it about are concerned. 
These suspensions have taken place in 
a time of peace and in spite of the 
existence of central banks armed with 
elastic currency rights quite sufficient 
to deal with any normal banking situ- 
ation. In none of the countries which 
have gone off the gold standard re- 
cently have there been banking diffi- 
culties. On the contrary, it is those 
countries which have not gone off gold 
which have experienced, and are still 
experiencing, drains, hoarding and 
bank failures. The truth appears to 
be that the recent extension of the 
area within which the gold standard 
writ does not run is due, not to any 
internal pressure, but to external 
pressure. 


Loss of Confidence 


HE events of the last few months 

have been the consequence, not of 
the public losing its head, but of the 
bankers losing confidence. In essence, 
what we have been witnessing is a 
bankers’ run upon bankers and cen- 
ters like London and Stockholm have 
fallen because they were stronger, 
rather than weaker, than the others. 
It is the old story, made familiar by 
the history of the New York money 
market in the days before the creation 
of the Federal Reserve System. Be- 
cause reserve money poured into New 
York, at times of pressure New York 
itself broke down; because money 
poured into London and Stockholm in 
recent years, these centers also have 
broken down. Until the conditions 
which have resulted in these break- 
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downs have passed away, there can 
be no guarantee that other centers in 
their turn will not be affected. The 
possibility of France or Holland or 
Switzerland being driven off the gold 
standard, therefore, remains so long 
as the causes operative in the previ- 
ous cases are not clearly shown to be 
of a very special character, peculiar 
to the countries affected and not ap- 
plicable to other countries. What 
causes have been operative? 

In the final analysis, the cause is to 
be found in the inadequate degree to 
which, in the post-war world, business 
has been financed by means of long- 
term credit. This itself is an ex- 
planation which requires further com- 
ment and amplification: As part of 
the aftermath of inflation in the 
European countries taking part in the 
war, there has developed a double ten- 
dency. Investors are shy of taking 
up long-period securities, especially 
of the fixed-interest bearing kind, be- 
cause they remember the enormous 
losses which they sustained during 
the previous period of inflation. 
They prefer to keep their resources 
in a liquid form and they can do this, 
of course, only by holding back de- 
posits rather than long-dated securi- 
ties. 


Lending by Banks 


ECONDLY, since the banks them- 

selves are liable to repay enor- 
mous sums at short notice, they are, 
by and large, also willing to lend only 
at short notice. A great deal of criti- 
cism has been heard recently in 
English political circles of the prac- 
tice of British banks of “borrowing 
short and lending long,” but there has 
been far less of this than the critics 
imagine. The real difficulty is quite 
another one; the general disinclina- 
tion to lend “long” has resulted in the 
short-term market being called upon 
to play a role which quantitatively is 
much greater than it was before the 
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war, and the qualitative character of 
which has suffered simply in conse- 
quence of the growth in the scale of 
the market. The use of short-term 
funds has been pushed farther than 
it ought to have been, because of the 
obvious necessity of keeping business 
going and the apparent impossibility 
of getting enough long-dated money. 

Of course, these statements are not 
inconsistent with the fact that in ab- 
solute amount there has been a great 
deal of long-dated lending. All that 
has happened is a shift in the relative 
importance of the two types of lend- 
ing, not a complete disappearance of 
one type and its replacement by the 
other. But that there has been such 
a shift is clear from the “spread” be- 
tween long and short rates of interest. 
The long rate is much higher than it 
was before the war and the “spread” 
is wider. The only possible explana- 
tion is the relative unpopularity of 
long lending. 


Money Squandered 


T is also the case that the money 

which has been borrowed, whether 
on short or long terms, in far too 
many cases has been misused, so that 
the lending centers have been unable 
either to get the money back when it 
was wanted or to sell the securities 
which they had floated. But, from 
the banking standpoint, the essential 
feature of the situation is that so 
large a proportion of the loans made 
were made out of funds themselves 
only temporarily deposited, since this 
increased the danger of pressure be- 
ing put by the lenders upon the in- 
termediary banks. Lon- 
don, as the great center 
of the international de- 
posit business, was in a 
position of real peril as 
soon the _ deposits 
which it held were drawn 
upon; Stockholm was in 
essentially the same situa- 
tion, though the magni- 
tude of the funds involved 
was less. 

Special factors were, of 
course, also operative. In 
the case of Great Britain 
there was a general feel- 
ing of uneasiness brought 
about by the difficulties 
connected with the re- 
vision of the Unemploy- 
ment Insurance Acts and the pro- 
tracted negotiations over budgetary 
economies which culminated, after the 
formation of the National Govern- 
ment, in certain disturbances in the 
Navy, the seriousness of which has 
been much exaggerated on the Con- 
tinent. There was also the feeling 


that London had been putting too 
much into one basket, namely, Ger- 
many. Finally, there was a general 
suspicion, which was shared by many 
Englishmen, that the change in world 
conditions since the war had _ been, 
on balance, unfavorable to Great 
Britain’s leading pre-war industries 
(cotton, coal, iron and steel, many 
branches of the engineering trades, 
and textile machinery) and that an 
old-established industrial country al- 
most inevitably lacks the ability to 
effect a speedy and complete change in 
its economic orientation. 

In the case of Scandinavia the 
special reason forcing a departure was 
simple. Great Britain is such an im- 
portant customer of all the Scandina- 
vian countries that it was felt to be 
impossible to remain upon gold, for 
this would have meant that paper 
standard countries would at once have 


“How long will it last?” 


received a preferential trading posi- 
tion in the British market. 

But, though these special factors 
are important, they are not the true 
explanation of why northern Europe 
has abandoned the gold standard. 
That explanation has been given 
above; the tension in the international 
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political field and the growing eco- 
nomic losses arising out of the depres- 
sion made the holders of balances at- 
tempt to withdraw them and, as a 
consequence, brought the gold stand- 
ard down. 


Early Restoration Unlikely 


HE prospects for a restoration of 

the gold standard in the immediate 
future are by no means bright. To 
begin with, the fact that so many 
countries are already off gold makes 
it easier for others also to go off gold, 
since it is no longer as “respectable” 
to be a gold standard country as it 
once was. In other words, considera- 
tions of prestige are no longer the 
dominant ones. Why should any 
country wish to stay on gold when the 
two leading gold standard countries, 
France and the United States, are not, 
for the moment, prepared to assume 
the former réle of London by financ- 
ing the development of the world. 

The only reason, one supposes, that 
keeps central Europe nominally upon 
gold is the fear of internal disturb- 
ance; internal disturbances may also 
come, however, and perhaps more cer- 
tainly, if, in the effort to remain upon 
gold, the standard of life of the popu- 
lation, already drastically reduced, is 
reduced still further. 

From every other point of view the 
immediate self-interest of the Euro- 
pean exporting nations leads them in 
the direction of paper, for the first 
effect of a paper currency has been a 
fall in the rate of exchange (due, since 
prices have so far hardly risen in any 

of the paper countries, primarily 
to psychological causes) which 


has_ stimulated exports 
and checked imports. In 
Great Britain, for  in- 


stance, it is literally true 
to say that in industria! 
circles the gold standard 
no longer possesses any 
friends. 


Sacrificed in 1925 


HE . general opinion 

among industrialists 
is that their interests 
were sacrificed when the 
country returned to gold 
in 1925 and they see no 
reason why they should be 
called upon to make the 
same sacrifice a second time. So long 
as Great Britain remains off gold, it is 
not likely that Scandinavia will return, 
especially as the prospect of tariff leg- 
islation in Great Britain requires all 
other countries exporting to her to 
keep their costs at the lowest possible 
(Continued on page 477) 
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Profits in the Oil Industry 


By D. RICHARD YOUNG 


Steady Growth in Demand Is Offset by Overproduction. 


Net 


Deficits in 1931 Contrast with Average Earnings of 10.9 Per Cent 
in 1929. Trend Toward Consolidation of Industry into Lim- 


HE development of the modern 
oil industry parallels that of 
the automobile industry, which 
was discussed in last month’s 

JOURNAL, beginning its marked ex- 

pansion about 1915. Prior to that 

time, the automobile was a novelty, 
the principal petroleum product was 
kerosene and the output of either in- 
dustry had a value no more than com- 
parable with such articles as butter, 


Domestic consumption of gasoline, 


in billions of gallons per 
(last two months of 1931 
mated) 


year 
esti- 


soap or musical instruments at the 
present time. Although gasoline and 
the automobile have practically trans- 
formed social life in this country, the 
oil industry has been especially for- 
tunate in that there has also been a 
great increase during this period in 
demand for fuel oil, and a broad mar- 
ket for the multitude of its by-prod- 
ucts has been created. 

Under such conditions one would 
naturally expect the industry to stand 
as a shining example of prosperity 
amid a world of depression, inasmuch 
as the consumption of most petroleum 
products in 1931 was larger than in 
any prior year, not excepting 1929. 
As a matter of ironical fact, however, 
the forthcoming annual statements of 
representative oil companies are esti- 
mated to show meagre earnings or 
actual deficits, due to a cause quite un- 
related to the general business depres- 
sion and one for which the industry 
is in no wise to blame. That cause is 
overproduction, which has oxertaxed 
storage capacity, glutted the markets 


ited Number of Integrated Companies. 


and driven prices down to unprofitable 
and almost ruinous levels. 

Admittedly this is a temporary con- 
dition, and the time will come when 
the oil industry will be faced with a 
quite different problem—that of meet- 
ing the huge annual draft out of con- 
stantly diminishing reserves. The 
natural deposits of petroleum were 
millions of years in the making but 
the life of most oilfields is but a few 
years, and many of them are meas- 
ured in months or even weeks. 

A geologist for one of the large oil 
companies, who spends the greater 
part of his time in exploration work 
in foreign countries, recently stated 
that the phenomenal development of 
the oil industry in the past represents 
but a‘small beginning to its inevitable 
expansion during the next twenty-five 
to fifty years, when the possibilities of 
automobile, truck and bus transporta- 
tion upon paved roads are adopted by 
the uncounted populations throughout 
the rest of the world as they have been 
in the United States. Having a lim- 
ited, though vast supply of any given 
natural resource, coupled with a 
steadily growing demand, the mathe- 
matical certainty of a shortage is ob- 
vious, the only question being the date 
when it is likely to occur. 


Consumption Up Rapidly 


HIS no one can say with any de- 

gree of certainty, inasmuch as the 
discovery and exploitation of new 
fields is going on continuously. Be- 
tween 1915 and 1930 the domestic con- 
sumption of gasoline increased from 
1,576,000,000 gallons to 16,635,000,000 
gallons or ten-fold, and the annual 
rate of increase ran from 10 to 15 per 
cent, with never a decrease from the 
preceding year. An annual increment 
of 10 per cent in 1915 would be only 
150,000,000 gallons, but the same per- 
centage increment on the 1930 base 
would be more than the entire con- 
sumption in 1915! 

Anyone who is familiar with the 
working of compound interest can ar- 
rive at a staggering figure by calcu- 
lating the probable consumption ahead 
for only one generation. Some dimi- 
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Efforts to Curb Output. 


nution in the rate of increase in this 
country will undoubtedly take place; 
on the other hand, our exports of gaso- 
line have expanded even faster than 
has domestic consumption. Petroleum 
must be considered as a world com- 
modity, the same as wheat, cotton, 
rubber, copper, etc., and its use not 
only from New York to California but 
in Europe, the Far East and the 
Southern Hemisphere must be taken 
into account in forming a complete 
picture. 


car mileage, 


Reflecting greater 
gasoline consumption per vehicle 
im use increased 31 per cent in 
past decade (in gallons per year) 


There are three principal elements 
in the drastic decline of earnings 
of oil companies that has been suf- 
fered during the past two years. 
First, selling prices have been so 
low that practically no profit could 
be shown on production, unless the 
companies resorted to a skimping of 
depreciation and depletion charges, 
which has been almost universally 
avoided. Second, substantial write- 
downs were required to reduce their 
inventories of crude and refined prod- 
ucts to the lower of cost or market. 
Third, the excessive storage stocks 
entailed a heavy expense through leak- 
age, evaporation, fire losses and inter- 
est charges. 

In the accompanying table are 
given, in thousands of dollars, the net 
profits or losses of forty principal oil 
producers and refiners for the years 
1929 and 1930, together with such in- 
terim reports for the first half-year or 
nine months of 1931 as have been pub- 
lished. Figures show the income after 
deduction of all expenses, taxes, in- 
terest charges and reserves for depre- 
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ciation, depletion and inventory ad- 
justments, unless otherwise indicated, 
but before dividend payments. 


Petroleum Producers and Refiners 
Net Frofits—000s Omitted 


1929 1930 1931 

Year Year Interim Report 
Amerada Corp. $2,759 $3,961 D— $968 9 mos, 
American Repub. 661 D—928 D—2,648 9 mos. 
Atlantic Refin. 17,332 2,742 D—2,771 9 mos, 
Barnsdall 7,205 5,131 D—2,539 9 mos. 
Calif. Petroleum 5,719 3,119 sles 
Colonial-Beac. Oil 248 D—2,414 D—1,881 9 mos, 
Continental Oil 9,029 256 D—9,484 9 mos, 
Gulf Oil 44,490 10,625 eae 
Honolulu Cons. 2,201 2,120 ne 
Houston Oil 1,755 1,655 51 9 mos. 
Humble Oil & R. 32,535 10,625 eae 
National Refin. 1,845 1,002 A 
Midcontin’t Pet. 7,683 *1,493 D—4,155 9 mos. 
Ohio Oil 12,348 10,630 
Mountain Prod. *2,916 *2,738 ane 
Pan-Am. P. & T. 9,826 13,744 *4,031 6 mos. 
Phillips Petrol. 13,213 3,041 D—2,410 9 mos. 
Prairie Oil&Gas 14,564 2,216 ea 
Prod. & Ref. D—1,137 D—1,986 D—1,510 6 mos. 
Pure Oil (a) 11,224 6,540 2,618 Year 
Rio Grande Oil 5,660 3,380 D—1,998 6 mos. 
Salt Creek Prod. *2,724  *2,307 
Shell-Union Oil 17,573 D—5,096 D—23,681 9 mos. 
Simms Petrol. 2,329 D—1,476 D—2,358 9 mos. 
Sinclair Cons. 16,599 1,917 D—10,415 6 mos. 
Skelly Oil 5,786 1,917 D—1,942 9 mos. 
South Penn Oil 5,139 1,378 D—1,134 6 mos. 
Stand. of Calif. 46,633 37,675 11,942 9 mos, 
Stand. of Ind. 78,500 46,371 Sis 
Stand. of Ky. 6,653 5,253 
Stand. of N. J. 120,913 42,151 
Std. of N.Y.(b) 38,751 40,246 
Stand. of Ohio 4,202 3,724 an 
Sun Oil 8,242 7,745 1,049 6 mos. 
Sunray Oil 2,152 527 nee 
Texas 48,318 15,073 
Tide Wat. Asso. 14,001 8,751 176 9 mos. 
Union of Calif. 15,020 9,605 3,200 9 mos. 
Vacuum (b) 35,768 20,393 
Warner-Quinlan 1,723 D—1,656 D—120 9 mos, 


Forty Cos. 


(a) Fiscal years 
Socony-Vacuum 
companies only; 
charges. 


$673,102 $316,495 D—$46,947 (c) 


ended March 31; 
Corporation ; 
(D) Deficit ; 


(b) Now 
(c) Twenty-three 
(*) Before certain 


Profits and Deficits 


I. 1929, a net profit was reported by 
every company with one exception, 
and the combined profits less the one 
deficit aggregated 
$673,000,000. In 
1930, the net 
profit of the 
group, after de- 
ducting six defi- 
cits, was $316,- 
000,000, repre- 
senting a decline 
of 53 per cent 
from the previous 
year. Of the in- 
terim reports 
published for 
1931, there were 
seven that showed 
profits aggregat- 
ing $23,000,000, 
which was more than offset by the 
deficits of $70,000,000 reported by six- 
teen companies. 

A study of the profits rate of return 
of these and thirty-seven smaller com- 
panies, making seventy-seven in all, 
shows that the group had combined 
outstanding capital stock and surplus 
of $6,020,000,000, book value, at the 
beginning of 1928, which was in- 
creased to $6,970,000,000 at the begin- 
ning of 1930. Profits in relation to net 


worth were 9.8 per cent in 1928, rising 
to 10.9 per cent in 1929 and declining 
to 4.9 per cent in 1930. 


Oil Producers and Refiners 


(In thousands of dollars) 


Net Net Per Cent 

Profits Worth Rate of 

Year Jan. 1 Return 
1928 $590,551 $6,020,096 9.8 
1929 679,972 6,265,712 10.9 
1930 343,325 6,969,964 4.9 


In comparing the 1929 profits of oil 
companies with other large groups of 
companies representing important in- 
dustries, it is found that the rate of 
return that year for the steel industry 


was 11.1 per cent, automobiles 21.9 
per cent, chemicals 18.0 per cent, elec- 
trical equipment 19.0 per cent, copper 
mining 16.4 per cent, merchandising 
11.9 per cent and all industries 12.6 
per cent. 

Although interim reports for 1931 
show a net deficit, this does not neces- 
sarily indicate a deficit for the in- 
dustry as a whole, since some of the 
largest organizations, including the 
Standard companies, publish only an 


annual statement. There is no doubt, 
however, that whatever profits are 
shown will be relatively small. 

The movement toward curtailment 
of expenses through greater econ- 
omy and efficiency has been forced 
upon the oil industry perhaps more 
drastically than upon most other lines 
of business. Oil producers and re- 
finers are almost helpless to control 
the volume of new supply coming upon 
the market, in which respect they are 
different from the ordinary manufac- 
turer, who can curtail operations if 
his unsold inventories accumulate, or 
even the farmer, who in the course of 
one or two seasons can reduce acreage 
if there is a crop surplus and prices 
are unprofitable. Whenever oil is dis- 
covered, the owner or lessee of the 
land naturally is anxious to recover it 
before it is drained away by wells 
on neighboring land. This difficulty, 
which is inherent in and peculiar to 
the oil industry, is the center of its 
present troubles. 


Restriction 


EFINITE progress in checking 

excess production has been ac- 
complished by the oil companies, co- 
operating with each other and with 
Federal and state conservation boards, 
but so far the program has been only 
partially successful and too much 
should not be hoped for. 

Low prices will in themselves tend 
to correct the balance in time, in that 
they will discourage the drilling of 
new wells and the construction of new 
pipe lines and refineries. Moreover, 
low prices are not so detrimental to 
the interests of the large, integrated 
companies which are regarded as typi- 
cal of the oil industry as might be 
imagined, for the reason that these 
companies purchase a portion of their 
crude oil requirements in the open 
market from the independent pro- 
ducers and the pipe line companies. 
Lower prices for raw materials have 
cut one of the largest items in cost of 
sales, as the following composite in- 
come statement of fifteen representa- 
tive oil company reports for the first 
half-year 1931 will indicate: 


Fifteen Oil Companies 
Six Months Per Cent 


1931 Change 

(Thousands) 1930-31 

Net $323,352 —28.5 

Total expenses......... 352,640 —16.1 

Cost of sales........ 239,287 —20.0 

Operating expenses... 23,780 —16.3 
Depreciation and de- 

MOTION 48,268 — 7.4 
5,286 —18.5 
Misc. chgs., etc...... 5,818 —31.2 
Mise. income—Cr..... 3,670 —33.8 


*Net profit of $32,240,000 in first 
1930. 


It will be observed that the decrease 
in charges for depreciation and deple- 
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tion was much less than the decline 
in total sales or receipts, and this ex- 
pense is really a bookkeeping charge. 
In order words, an oil company might 
show a deficit from operations in its 
report to shareholders, yet be increas- 
ing its cash balances, inasmuch as the 
depletion charge is not an _ out-of- 
pocket expense. 

If the fifteen companies summarized 
above had not made any charge 
against property account, they would 
have showed a net profit instead of 
loss. Statements for the mid-year 
show in the majority of cases a liquid 
condition that should assure the sol- 
vency of the companies for an indefi- 
nite period, even 
though prices of 
gasoline would 
not permit them 
to show a profit 
on their books. 
On June 30, 1931, 
the Atlantic Re- 
fining Company 
had current assets 
of $43,411,000 
against current 
liabilities of only 
$5,608,000, giving 
a ratio of 774 per 
cent, while the 
current position 
of other large 
companies was, 
for Continental 
Oil Company, as- 
sets of $35,781,- 
000 against liabil- 
ities of $4,605,000 
giving a ratio of 
777 per cent; Ohio 
Oil Company as- 
sets of $386,544,- 
000 against liabil- 
ities of $3,698,000 
or a ratio of 989 
per cent; Sun Oil 
Company assets 
$24,162,000 
against liabilities of $11,363,000 or a 
ratio of 213 per cent, and Tide Water 
Associated Oil Company assets of $61,- 
588,000 against liabilities of $10,650,- 
000 giving a ratio of 578 per cent. 

A high current ratio is typical of 
the oil industry, inasrhuch as_ it 
sells practically entirely for cash and 
its inventories are practically all 
liquid. A study of financial and op- 
erating ratios of representative com- 
panies in the major industries is made 
each year by Moody’s Investors Ser- 
vice and presented in its industrial 
manual, including the figures for 
twelve petroleum companies in 1929 
and 1930. Space prohibits giving the 
details covering individual companies 
but the averages (unweighted) have 
been calculated and are as follows: 


Average Oil Company Ratios 1929-1930 
(Expressed on Percentage Basis) 
1929 


1714 
998 


1930 
Market price to earnings per 


common share—High.... 3984 


Low..... 1606 
Dividend yield on common 


stock—High 


Common dividends to earn- 
ings on common 

Current assets to current lia- 
bilities 

Inventories to current assets 

Sales to inventories.......... 


Operating 
Annual depreciation to plant 


Net earnings to net worth... 
Bonded debt to total assets... 


Transporting petroleum products on the N. Y. State Barge 


Canal 


The twelve companies included are 
the Atlantic Refining Co., Gulf Oil 
Corp., Phillips Petroleum Co., Prairie 
Oil & Gas Co., Shell Union Oil Corp., 
Sinclair Consolidated Oil Corp., Stand- 
ard Oil Co. of California, Standard 
Oil Co. of New Jersey, Standard Oil 
Co. of New York, Sun Oil Co., Texas 
Corporation and Vacuum Oil Co. 


Marketing Problems 


ITH a steadily growing demand 

for its products and a reduction 
in storage stocks, the oil industry is 
working into a strong statistical posi- 
tion. This does not mean that its 
problems are settled, however, and a 
dozen of the most pressing may be 
briefly stated as follows: 


1. Although there is a general sur- 
plus of crude production, there is a 
shortage in many sections of the 
country. 

2. Curtailment programs have had 
a very disturbing effect on established 
marketing channels. 

3. There are admittedly too many 
service stations, many of which are 
owned by the producers and operated 
at a loss. 


4. Service stations have gone into 
the general merchandising business, 
handling tires, accessories, lunch 
rooms, etc. 


5. State taxes on chain stores, such 
as recently passed 
in Indiana, will be 
a substantial bur- 
den upon all ser- 
vice stations. 


6. The octane 
numbers applied 
to grading gaso- 
line according to 
antiknock quali- 
ties have become 
confusing to the 
motoring public. 


7. Different 
colored gasolines 
have further con- 
fused the con- 
sumers and _les- 
sened confidence 
in the standard 
quality gasolines. 

8. Distress or 
bootleg gasoline 

of questionable quality coming on the 
market from weak producers tends to 
demoralize prices. 


9. Natural gas has become a strong 
competitor to fuel oil and the recent 
completion of several pipe lines makes 
it available to new markets. 

10. Competition from coal has taken 
on new life with a growing popularity 
of the small stoker to burn the pea 
sizes. 


11. It is becoming increasingly nec- 
essary for the oil industry to coop- 
erate with the automobile industry in 
order that the proper power will be 
available for the new engine designs. 


12. A tariff on oil imports, most of 
which come from American-owned 
properties, seems to be forecast by 
the report made in December by the 
Tariff Commission. 

If the oil industry, like the rail- 
roads, could be consolidated into a 
limited number of large organizations, 
its position might be greatly strength- 
ened and it should exert a much more 
effective control over production and 
distribution. 


5.6 10.4 
52.6 124.0 
535 556 
56.7 56.0 
368 375 
Sales to net plant value...... 129 106 
COME 6.3 5.9 
12.4 12.3 
A 
7 
is 
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HE mania for bigness has run 
gq through the ages. From the 
braggart in the Bible, who 
boasted that he had the big- 
gest barn in the county, there are 
wrecks and ruins down through all 
periods of civilization which mutely 
testify to the futility of enduring ac- 
complishment by mere physical 
measurement. 
In one period, we find the mania 
expressed in Pyramids, in another 
in military companies of gigantic 
men. Inthe present period, 
the mania.is expressed in 
big buildings, bigger and 
bigger corporations, 
greater sales and greater 
profits, marathon danc- 
ers, juvenile tree-sitters, 
big butter and egg men 
and big bootleggers. 
Too often the word 
“great” and all its 
comparisons has been 
the rallying cry of 
commercial en- 
deavor, and, if a 
thing were only 
great, or on the way to greatness ex- 
pressible in addition or multiplication, 
why be troubled about any evil that 
may be committed, or any ruin that 
may have been caused in achieving 
greatness! 
For, notwithstanding all of our 
charity, all of our people of good will, 
there has been an insidious growth of 
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indifference as to what commercial 
success has been built upon so long as 
it was built. Big sales and big profits 
seemingly have a respectability of their 
own. 

These times are revealing the value 
of mere greatness in three dimensions. 
All times will lay stark naked the ab- 

surdity of the biggest 

— barn in the county. 

i we But in these times 

he and in all times past 

and to come, there 

is room and a place 

for true greatness— 

for men and women, 

who, forgetful of 

themselves, are 

steadfast in render- 

ing service to their fel- 

lows; who are great in 

perseveringly seeking ad- 

vancement in_ science, 

great in courageously 

standing for the right 

without regard to per- 

sonal. profit; great in in- 
dustry. 


ET no man in the bank be dismayed, 

overawed or misled by the popu- 

lar adjective of the age because true 

greatness is not always statistical but— 

Often rises above the reach of sta- 
tistics. 


= Greatness in Three Dimensions 
| $ 
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Silver’s Threat to Itself 


By E. E. AGGER 


Professor of Economics, Rutgers University 


Decreasing Demand and Not Excessive Output the Chief Cause 


of Shrinking Price. 


Initiative for Safeguarding Metal’s Value 


Must Come From Producers. Question Has Broad, World- 
Wide Significance. Prospect of Reviving Bimetallism Slight. 


NTIL the publication in mid- 
November of the report on 
silver by a special committee 


of experts of the Interna- 
tional Chamber of Commerce it has 
seemed that the only people in the 
United States who had any great in- 
terest in the silver question were the 
silver mine owners and their repre- 
sentatives in Congress. Proposals 
brought forward by them have been 
discounted by a skeptical public. The 
memories of the Bland-Allison Act, 
the Sherman Silver Purchase Act and 
the Pittman Act of 1917 readily ex- 
plain such skepticism. We fear the 
silver men even when they seem to be 
bearing gifts! 


Problem Is Many-Sided 


PART from the self-seeking of 
special interests, however, there 
is a “silver question” of real public 
import. The maldistribution of gold 
and the broadly-held conviction that 
gold production will not suffice to meet 
the expanding needs of world trade 
has led in some countries, particular- 
ly in England, to a revival of interest 
in bimetallism. Apart from the pos- 
sible resuscitation of the “free silver” 
proposal, however, a serious problem 
is presented by the remarkable decline 
in the price of silver since the close 
of the Great War. Of course, other 
commodities have also declined in 
price but silver tumbled farther than 
did the rest. The index number of 
wholesale commodity prices had fallen 
by December, 1930, to 78.4 (using 
1926 prices as a base); but the index 
number of silver had fallen by the 
same time to 52.6! 

The special significance of the de- 
cline in the price of silver rests on 
its historic position as a “precious 
metal.” Since the dawn of history 
silver has been used not only for mone- 
tary purposes aS a medium of ex- 
change but also as a store of value, 
and, in the field of the arts, for hon- 
orific and display purposes. 

In the field of money silver enjoyed 
for centuries a position as dignified 
as that of gold. In early days it was 


used as money before gold itself was 
officially employed for the purpose. 
Then for a long time it stood along- 
side of gold as a standard metal un- 
der the system known as bimetallism. 
In China silver is still the principal 
money of the merchants, but since the 
adoption of the single gold standard 
in so many countries, silver money 
has sunk in gold-standard countries to 
the status of subsidiary or token 
money whose value is no longer de- 
pendent upon that of its silver con- 
tent but rather upon that of the gold 
unit in denominations, or in frac- 
tional parts, of which it is issued. 

As an inheritance from earlier days 
many nations still have large stocks 
of silver money. In our own country 
for example we have a huge supply 
of silver in the form of. silver 
dollars and in that of half dollars, 
quarters and dimes. The dollars alone 
constitute a stock estimated to be in 
weight about 10,677 long tons and of 
a coin value of about $540,000,000. 
The fractional silver totals well over 
$300,000,000 in coin value and almost 
4000 long tons in weight. Similarly 
India has a stock of almost 5,000,- 
000,000 silver rupees equal in our 
money to almost $2,000,000,000. Dr. 
Kunwald, the Viennese economist, es- 
timates that the silver money in gold 
standard countries probably totals 
100,000,000 kilograms and in the sil- 
ver using countries some 20,000,000 
kilograms. The combined 120,000,000 
kilograms, at a price of about forty- 
five cents per ounce are figured by 
Dr. Kunwald to be worth, merely as 
bullion, well over $1,500,000,000. 


Far Eastern Hoarding 


OR ages silver has also been used 

as a store of value. In the Far East- 
ern countries particularly, savings are 
stofed away in coin or in bullion form. 
Accurate statistics of such holdings 
are not, of course, available, but the 
steady exports of the precious metals 
from the western world for years 
past clearly indicate that the amounts 
so hoarded are enormous. Even in 
western nations where lack of con- 
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fidence develops in domestic money 
there has been noted at times a ten- 
dency to hoard silver, as well as gold, 
coin. 


Plate and Jewelry 


HE specific uses of silver in the 

arts are also largely dependent 
upon its position as a “precious 
metal.” Some jewelry is made of sil- 
ver, but more important still is its 
use in the manufacture of silverware 
and cutlery. Nearly every family owns 
some such ware and it is brought 
out for use only on state occasions 
when it seems necessary to make the 
best possible impression on visitors in 
the household. 

How much silver is today embodied 
in household plate and cutlery is also 
unknown, but the amount is large. 
Dr. Kunwald estimates that in the 436 
years from the discovery of America 
to the end of 1928 some 450,000,000 
kilograms of silver were mined. He 
believes that at least 350,000,000 kilo- 
grams of this total are still in ex- 
istence. If his estimate that about 
120,000,000 kilograms had been coined 
is correct this would imply that 
about 230,000,000 kilograms had gone 
into the manufacture of jewelry and 
plate or had disappeared as bullion 
into hoards. 

It is in connection with the “stor- 
age of value” demand for silver and 
with its continued use for display pur- 
poses in the arts that the decline in 
its price, which began in the seventies 
but which in the last few years has 
become acute, has raised a serious 
problem. 

The decline in the price of silver 
threatens its age-long use as a store 
of value. For such storage or saving 
purposes people naturally employ that 
which enjoys wide-spread demand and 
which, because of reasonable regular- 
ity of production in relation to such 
demand, tends at the same time to re- 
main stable in value. 

Despite the fact that silver is 
largely produced as a joint-product 
in the reduction of ores contain- 
ing lead, copper or zinc as_ well 
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as silver and its production is not in- 
dependently flexible, silver’s problem 
has not arisen on the side of produc- 
tion. During the last decade or so 
the output has approximated 250,000,- 
000 fine ounces annually. The pro- 
duction in 1925 was about 245,000,000 
fine ounces while that of 1929 was 
261,000,000 fine ounces. This repre- 
sents an average annual increase of 
about 3 per cent, which parallels the 
best estimates of the increase in pro- 
duction of wealth in general. This 
could not have brought any extraordi- 
nary decline in price. 

The trouble has been rather on the 
side of demand. During the world 
war inflation in most of the bellig- 
erent countries caused such a depre- 
ciation of currency that silver as well 
as gold was driven from circulation. 
When, after the war, European cur- 
rencies were stabilized, the silver sub- 
sidiary and fractional money was re- 
placed with coins of lower silver 
content or, indeed, with coins manu- 
factured entirely out of baser metals. 
The natural consequence was not only 
a decline in the demand for silver for 
coinage purposes but also a dumping 
on the bullion market of a part of the 
old money supply. The government 
of India is regarded by the silver men 
as the most dangerous offender in this 
respect. 

The destruction of silver’s storage- 
of-value demand would constitute a 
disaster of the first magnitude. It 
would mean not only the elimination 
of the larger part of total demand 
but also a progressive dumping of 
silver by anxious hoarders, hoping to 
salvage what they could of their hard- 
earned savings before it was too late. 
The price of silver would melt as snow 
before the noonday sun. 


Less Use in the Arts 


FURTHER danger threatened by 

a progressive decline in the price 
of silver is the loss of its position in 
the arts. As already stated the chief 
demand for silver in the arts is for 
the manufacture of jewelry, plate and 
cutlery. The important aspect of this 
demand is that it has grown histori- 
cally out of silver’s position, as one of 
the precious metals. The ordinary 
physical attributes of silver are not 
such that the metal is peculiarly ser- 
viceable for the uses to which it is 
put. Indeed in some respects it is 
less serviceable for these uses than 
is a cheaper metal like nickel. The 
necessity for lacquering or of con- 
stantly polishing silverware to avoid 
or to remove tarnish often makes it a 
nuisance to the housekeeper. Yet, be- 
cause it is valuable, and because its 
possession gives distinction, house- 
holders pride themselves on their sil- 


verware. Were silver to become too 
cheap, however, silverware would lose 
its glamour and the demand for it 
would speedily crumble. The net out- 
come would be a further decline in 
price. 


Wide Ramifications 


N short the decline in the price of 

silver, apart from its purely mone- 
tary consequences, threatens to gener- 
ate cumulative influences which, if al- 
lowed to develop unchecked, may push 
silver over the edge of a precipice. 

The results of such a disaster would 
be far-reaching. The consequences 
involved for silver producers is suffi- 
ciently emphasized by the outcry that 
already they have made. Another se- 
rious consequence would be the blow 
to the people of the Far East who 
have their savings stored-up in silver 
hoards. These savings would be de- 
stroyed in exact proportion to the de- 
cline in silver’s value. This would 
have a reaction on the western world 
because the wholesale decimation of 
purchasing power implied in such de- 
struction of savings must inevitably 
lessen the demand for western prod- 
ucts. Perhaps even more significant 
would be the probable transfer to gold 
of the Far Eastern storage-of-value 
demand. Already there are those who 
contend that available and prospective 
gold supplies are inadequate to meet 
the growing needs of modern business. 
As a consequence they foresee increas- 
ing disturbance in the money markets 
of the world and a never-ceasing pres- 
sure on prices. The aggravation of 
such a tendency due to the possible 
necessity of substituting gold for sil- 
ver in Eastern hoards could only be 
regarded with alarm. 

Numerous solutions of the problem 
have been brought forward. They 
range from the over-anxious sug- 
gestion of the silver men and needy 
debtors that silver be restored to its 
ancient position as a full standard 
metal at a fixed rate to gold, to the 
modest and more practical sugges- 
tions of the International Chamber of 
Commerce. 

The revival of bimetallism is, of 
course, a chimera. While in England 
some eminent persons have lent the 
authority of their great names to the 
agitation for revival, the expert com- 
mittee of the International Chamber 
of Commerce agrees that, for the time 
being at any rate, the remonetization 
of silver is out of the question. It 
seems safe to say that any remodeling 
of currencies in the interest of stabili- 
zation will not revert to the employ- 
ment of two metals as a standard. In 
any event there is little hope for silver 
so far as complete remonetization 
goes. 


The prospects are not much brighter 
for an increased use of silver for sub- 
sidiary and fractional monetary pur- 
poses. There are some good argu- 
ments that can be advanced in sup- 
port of silver for these secondary 
monetary uses. The great difficulty 
that blocks the way, however, is that 
of expense. Over a hundred years’ 
experience has demonstrated the com- 
plete possibility of keeping in circula- 
tion, at full face value, subsidiary and 
fractional coins whose bullion value is 
far below their coin value. During, 
and since the World War many nations 
economized by reducing the bullion 
content of their silver money, or, as 
already indicated, by substituting for 
silver some cheaper substance alto- 
gether. The question now is whether 
the nations so concerned would be 
willing to go to the expense of pur- 
chasing silver anew for subsidiary and 
fractional money purposes. The an- 
swer appears to be “no.” Says the 
expert committee of the International 
Chamber: “That England, France and 
other countries should increase the 
standard of their subsidiary currency, 
is, we are informed, most unlikely to 
happen.” 


New Uses 


HE committee itself ventures a 
few cautious proposals. One is 
that the producers enter into a selling 
agreement involving, besides them- 
selves, the Government of India and 
the Bank of Spain—the latter because 
of their heavy supplies. The object 
would be through controlled selling to 
maintain a stable price in the inter- 
national market. The committee 
warns against the attempt to fix a 
price at too high a level. A second 
proposal is that “any government 
which finds it impossible to secure a 
sufficient supply of gold might con- 
sider the purchase of an amount of 
silver against which notes of low de- 
nomination, covered by silver to al- 
most the full value of the gold coin 
which it substitutes, would be issued; 
these notes would circulate concur- 
rently with the paper currency which 
is partly covered by gold.” It is obvi- 
ous that the committee got this sug- 
gestion from our own silver certifi- 
cates. Finally, the committee suggests 
the “establishment of a research in- 
stitute to devise new uses and expand 
the present use” of silver. In this 
connection it throws out a broad hint 
when it calls attention to “the unrea- 
sonably wide margin which exists be- 
tween the wholesale price of silver and 
the retail price of the articles manu- 
factured from silver, after making due 
allowance for labor costs.” 
It is thus evident that in the opinion 
(Continued on page 481) 


Effect of Low Prices on Rural 


Credit 


By NORMAN J. WALL 


Senior Agricultural Economist, Division of Agricultural Finance, 


Department of Agriculture, Washington, D. C. 


In Two Years Price Level of Farm Commodities Has Been 


Reduced by 51 Per Cent. 


Consequent Shrinkage in Income 


of Agricultural Population Reflected by the Decline in Net 
Demand Deposits Reported for Institutions in Small Towns. 


ITH the harvesting and 
marketing of the major 
agricultural crops, it is 
possible to appraise, in a 
general way, the effect of the low level 
of farm commodity prices upon credit 
conditions in rural areas. Briefly 
stated, the situation may be sum- 
marized as follows: 
As a result of the reduction in in- 
come flowing into agricultural com- 


The eight cotton-growing states: 

Index of demand deposits of Mem- 

ber banks located in places under 
15,000 population 


munities, country banks have experi- 
ence a decrease in deposits. This re- 
duction in deposits, together with 
bank suspensions, has curtailed the 
supply of loanable funds in many 
agricultural sections to such an ex- 
extent that local resources are fre- 
quently inadequate in meeting legiti- 
mate credit requirements. With the 
gross income of the individual farmer 
showing a _ substantial curtailment, 
greater difficulty has been encoun- 
tered in meeting fixed charges such as 
taxes and interest installments on 
mortgage loans. This increased per- 
centage of delinquent payments has 
been followed by a higher ratio of 
foreclosures. 

Yields of major crops have been 
generally satisfactory except in the 
Northwest and in certain areas of 
the Rocky Mountain and Pacific Coast 
states where drought conditions have 
materially curtailed production. Com- 


bining all major crops, yields per acre 
are expected to be 11 per cent above 
the very low yields of last year when 
drought conditions affected a large 
portion of the producing area. Com- 
pared with the average yield of the 
past ten years, however, the 1931 pro- 
duction per acre is about 1 per cent 
lower. A record tobacco production 
and the second largest cotton crop in 
history are indicated on the basis of 
the most recent reports of the Depart- 
ment of Agriculture. About average 
crops of potatoes and rice and rather 
large crops of important food crops, 
such as wheat, beans, peanuts, and 
most fruits, are also reported. 

While yields are approximately 
equal to the average of other recent 
years, the prices received by farmers 
have been substantially reduced from 
even the low levels of a year ago. The 
index of prices received by farmers 
for important agricultural products, 
as compiled by the Department of 
Agriculture, stood at 68.5 (average 
1910-1914=100) on Oct. 15, 1931, 
compared with 106 a year ago. In 
October, 1929, this index stood at 140. 
In two years, therefore, the price level 
of farm commodities has been reduced 
51 per cent. This compares with a 
decline of 53 per cent in the level of 
farm prices in the thirtzen-month 
period following May, 1920. It is en- 
couraging to note, however, that prices 
of farm products in central markets 
have advanced from the low levels 
reached in early October, particularly 
grains and cotton. 


A Drop in Deposits 


| the face of this sharp price de- 
cline it is but natural that deposits 
in agricultural areas should reflect the 
reduced incomes received by farmers. 
In the twenty leading agricultural 
states, excluding California, net de- 
mand deposits of member banks of 
the Federal Reserve System, located 
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in places under 15,000 population, 
showed a reduction of 17 per cent in 
September, 1931, as compared with a 
year ago. Compared with 1929, de- 
posits in this group of banks are 27 
per cent lower. However, there is a 
considerable variation in the extent to 
which deposits have declined in dif- 
ferent areas, due principally to varia- 
tion in the decline of prices of impor- 
tant commodities produced in the re- 
spective areas. In the two accom- 
panying charts, there are shown in- 


The six corn-belt states: Index of 

net demand deposits of member 

banks located in places under 15,- 
000 population 


dices of net demand deposits of coun- 
try banks in a group of cotton-grow- 
ing states and in a group of the so- 
called corn-belt states. 

The deposits represented therein 
are those of member banks of the 
Federal Reserve System, located in 
places of less than 15,000 population. 
In the cotton-growing states, deposits 
in August, which month is usually the 
lowest point of the year, were 57 per 
cent of the 1923-24-25 monthly aver- 
age. September failed to show the 
usual increase and the index declined 
to 55.5 per cent. The decline in the 
corn-belt states, however, was less 
marked, the index being 76 per cent 
of the 1923-24-25 monthly average. In 
this last group of states there is 
usually a seasonal decline in the clos- 
ing months of the year so that the ef- 
fect of the price decline will probably 
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Relative Price Changes 


Commodity 
Oct. 15, 1931 
$0.053 per lb. 
.334 per bu. 
.361 per bu. 
.462 per bu. 


4.76 per 100 lbs. 
4.70 per 100 lbs. 
4.64 per 100 lbs. 


.303 per Ib. 


Average Farm Price 


Per Cent Change 
from Oct. 15, 1929 
—70 
—64 
—68 
—67 
—A7 
—45 


—57 


Per Cent Change 
from Oct. 15, 1930 
—42 
—59 
—45 
—55 
—27 
—47 
—25 
—18 


be reflected to a greater extent later 
in the season. 


Compared with Price Changes 


GENERAL idea as to the respec- 

tive changes in farm income for 
various producing areas may be ob- 
tained by comparing relative price 
changes of major farm products. The 
table above gives the average farm 
price for leading agricultural commo- 
dities for October, 1931, with the per- 
centage changes from a year ago and 
also for two years previous. 

An important factor in keeping the 
level of deposits from declining as ex- 
tensively as the decline in the gross 
farm income has been the policy of 
rigid economy in production costs 
which has been generally adopted by 
farm producers. For instance, the esti- 
mated amount of fertilizer used on 
cotton in thirteen southern states in 
1931 was placed at 1,457,383 tons, as 
compared with 2,396,228 tons 
in 1930. The average cost 
per ton was likewise lower 
than a year ago by about 20 
per cent so that the total cost 
outlay for fertilizer at $36,- 

949,000 was slightly less 
than half of the estimated 

cost of $75,607,000 for 1930. 
Reports of sales of farm 
machinery indicate a very 
marked contraction in ex- 
penditures for equipment. 
Sales of lumber in agricul- 
tural areas also show a 
marked contraction. In the 
Kansas City Federal Reserve 
Bank district, as an example, 
sales by 172 retail yards dur- 

ing the first eight months of the 
year show a 25 per cent reduction 
from the volume for the similar 
period of a year ago. 


Less Demand for Credit 


LARGER proportion of the food 

and feed supplies required by 
the individual farm have been raised 
at home during the past season which 
will tend to reduce current expendi- 
tures for these items. In the South, 
particularly, the coming season will 
find cotton growers in much better 
position to supply their own feed and 


food requirements. The demand for 
the usual volume of new production 
credit in 1932, should, therefore, be 
less than in other recent years. 
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The decline in deposits which oc- 
curred during 1930, together with the 
inability of country bankers to make 
as satisfactory collection on local ad- 
vances, seriously curtailed their abil- 
ity to extend credit during the past 
season. Numerous bank failures also 
materially reduced the usual supply 
of credit in many communities. Par- 
tially to bridge these gaps in the sup- 
ply of production credit, increased use 
has been made of the Federal inter- 
mediate credit banks and the Federal 
Government has granted a _ record 
volume of seed, feed and fertilizer 
loans. 

As of September 30, 1931, the Fed- 
eral intermediate credit banks had out- 
standing a total of $81,120,915 of re- 
discounts, chiefly from agricultural 
credit corporations and livestock loan 
companies. A year ago the total out- 
standing was $65,690,947. During the 
past year there has been a material in- 
crease in the number of agricultural 
credit corporations established to take 
advantage of the loan facilities of the 

Federal intermediate credit banks. 

The major portion of this increase 

has taken place in the southern 
states where drought condi- 
tions in 1930 materially cur- 
tailed credit facilities. 


Three Special Funds 


S the result of three sep- 
arate measures passed 

by Congress, appropriating a 
total of $67,000,000, loans 
were made by the Depart- 
ment of Agriculture to as- 
sist farmers in the drought- 
affected area of 1930 and in 
the states of North and 
South Carolina and Georgia. 
Of the amount appropriated, 
approximately $47,000,000 
was loaned in thirty-one states. In 

a table which accompanies this ar- 

ticle on page 478, is shown the 

amount of loans made in each state 
for seed, feed, and fertilizer, and for 
agricultural rehabilitation, excluding 
loans made for the purpose of pur- 
chasing stock in agricultural credit 
corporations, livestock loan companies 
and similar organizations. 

With the repayment of the loans 
obtained from the Federal intermedi- 
ate credit banks and the Department 
of Agriculture, funds will again be 
taken away from agricultural commu- 
nities. As the gross returns from 
current marketings are so low, there 
will be little or no balance left to 
finance next year’s credit require- 
ments. 

It would be natural to expect that 
when local credit is curtailed mate- 

(Continued on page 478) 
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Eligible for Secondary Reserve 


By H. N. STRONCK 


First Object of Investment Account, as Well as Secondary Re- 
serve, Is to Insure Bank’s Financial Strength. Consideration 
of Earning Possibilities Should Take Place Only After Re- 
Marketability and Price Stability Are Met. 


quirements of 


HE object of the primary re- 

serve is to be able, at all times, 

to meet the legal reserve, till and 

vault cash, and current deposit 
withdrawal requirements. The size of 
this reserve must always be ample to 
meet these demands. 

The object of the secondary reserve 
is to replenish the primary reserve, 
due to seasonal reductions in deposit 
volumes, extraordinary withdrawals, 
or to make additional funds available 
for seasonal increases in local loans. 
It must always be ample to meet these 
requirements. 

The object of the investment ac- 
count is to re-invest the balance of 
deposit and invested capital funds not 
needed for primary or secondary re- 
serve purposes nor for meeting a well 
diversified and sound local loan de- 
mand. 


Constant Liquidation 


F the earning assets of a bank un- 

dergo a continuous normal liquida- 
tion, and they must do this for a 
bank to be thoroughly sound finan- 
cially, then the primary reserve is con- 
stantly replenished and reaches excess 
proportions as the items in the sec- 
ondary reserve, loan portfolio and in- 
vestment account portfolio are col- 
lected. This temporary excess in pri- 
mary reserve is then reconverted into 
items eligible for such portfolios as 
are depleted by such liquidation. In 
a similar manner, excesses in the pri- 
mary reserve due to deposit increases 
are converted. If this continuous flow 
of cash into the primary reserve, from 
the liquidation of assets in the other 
portfolios is retarded, or becomes 
stagnant, then the bank is drifting 
into a dangerous financial position. 
In a previous article, methods for 
maintaining this flow from the loans 
and discount portfolio were presented. 
In this article, consideration will be 
given to the required flow from the 
secondary reserve and investment ac- 
count portfolios. 

The object of the two portfolios is 
entirely different. The secondary re- 
serve must be the direct line for 
major replenishments of the primary 


reserve. If the normal primary re- 
serve is correctly set, the secondary 
reserve ample to meet seasonal and 
extraordinary requirements, and if 
the loan aggregate has a good rate of 
turnover, then it should not be neces- 
sary to be forced to liquidate any 
item in the investment account. The 
only exception would be a relatively 
sudden and most drastic deposit de- 
cline. 


What Items Are Suitable? 


ECAUSE of the object of the sec- 

ondary reserve, items eligible for 
inclusion therein must mature and be 
certain of collectibility when the need 
for the funds occurs, or must be of a 
nature so that they can be readily sold 
at a price not less than the purchase 
price. Another specification is that 
the yield of an item must be in excess 
of the yield obtained from any pri- 
mary reserve item. However, general 
open money market rates usually take 
care of this, for the only income pro- 
ducing item in the primary reserve is 
the money on deposit with banks other 
than a Federal Reserve bank, and the 
interest rate paid thereon is usually 
below the rate of income on the gen- 
eral list of items eligible for the sec- 
ondary reserve. 

What general types of items usually 
conform to secondary reserve specifi- 
cations? One broad class comes 
under the category of “loans and dis- 
counts” and consists of: 

1. Prime commercial paper. 
2. Bankers acceptances. 
. Call loans. 


. Loans to concerns of a high national 
credit rating. 


Under present money market condi- 
tions, the income rates on the first 
three classes are decidedly low and may 
remain low for some time. However, 
they are appreciably above the inter- 
est rates paid on bank deposit bal- 
ances in New York and Chicago. Re- 
quired maturities can be readily se- 
lected in classes 1 and 2 and class 3 
is payable on demand. The safety 
factor is excellent. When held to ma- 
turity, usually no loss in original in- 
vestment ensures. In case of emer- 
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gency, l-and 2 are eligible for re-dis- 
count at a Federal Reserve bank. 
Class 4 has practically the same char- 
acteristics as Class 1, the only basic 
difference being that the loan is 
handled direct with the borrowing 
corporation rather than through a 
commercial paper broker. 

It is the belief of some that local 
loans eligible for rediscount at a Fed- 
eral Reserve bank should be classified 
as secondary reserve items. The 
writer’s opinion is that, at least for 
all small banks, under present bank- 
ing conditions, the secondary reserve 
should be so ample as to avoid the 
need for borrowing or re-discounting. 
Such eligible paper, however, is of ex- 
treme value in case of an unforeseen 
emergency, and may act as an emer- 
gency “buffer” for the regular sec- 
ondary reserve. It lends additional 
emergency liquidity to the local loan 
aggregate, and if it assumes any real 
proportion of the total of local loans, 
the following general rule may be ap- 
plied: 

“The greater the percentage of 
eligible paper in the local loan port- 
folio, the lesser need be the secondary 
reserve.” 


Concerning Bonds 


HE second broad class of items 

eligible for the secondary reserve 
are under the category of “bonds and 
securities.” Secondary reserve re- 
quirement specifications create a 
rather narrow range to select from 
under downward, or _ unstabilized, 
bond market price conditions. It 
must be borne in mind that, in addi- 
tion to a high safety factor, we must 
have marketability with price stabil- 
ity, otherwise a loss may ensue if the 
bond is sold for fund replenishment 
purposes. Conversely, under bond 
market price conditions that trend up- 
ward, the range of selection is quite 
wide. The problem of price stability, 
for the secondary reserve account, 
however, can be satisfactorily solved 
through the purchase of short maturi- 
ties of issues in which the safety fac- 
tor is unquestioned, that is, where it 

(Continued on page 474) 


= 


VERY trust department has cer- 

tain fixed annual expenses for 
salaries, rent, stationery, plant 
maintenance and other items. 
It can measure its profit in relation 
to expense, for purposes of compari- 
son, but should not use its expenses as 
the criterion for fixing fees or for 
determining what profits should be. 
In addition to operating expenses, in 
rendering services, trust men are 
charged with enormous responsibili- 
ties. Responsibility is a really im- 
portant factor in the fiduciary busi- 
ness. Trust departments are entitled 
to compensation for the responsibili- 
ties they assume, but above expenses 
and responsibility there stands the 
question: what are trust services 
worth to the public? 

In order to learn what the earnings 
of a large number of banks and trust 
companies throughout the country 
were, for a given year, the committee 
on trusts costs and charges of the 
Trust Division, American Bankers 
Association, set up a formula showing 
what items should be included in the 
earnings and what items in expenses, 


Trust Service Costs and Charges 


By HENRY A. THEIS 


Vice-President, Guaranty Trust Company of New York 


Results Obtained by Applying the Same Accounting Formula 

to Several Fiduciary Departments Show Wide Variation in Rela- 
; tive Net Profits. Uniform System for Determining Expenditures 
Needed. Three Essential Rules for Successful Administration. 


including overhead, and sent this for- 
mula to a large number of banks and 
trust companies, with the request that 
they report the earnings of their de- 
partments according to this formula. 
An analysis of the answers to this 
questionnaire revealed the following 
results: 

Seven per cent of the banks reply- 
ing reported net earnings of from 15 
to 20 per cent of the gross; 14 per cent 
reported from 20 to 25 per cent of the 
gross; 10 per cent reported from 25 
to 30 per cent; 14 per cent reported 
from 30 to 35 per cent; 10 per cent re- 
ported from 35 to 40 per cent; 14 per 
cent reported from 40 to 45 per cent; 
10 per cent reported from 45 to 50 per 
cent, and 21 per cent reported net 
earnings of more than 50 per cent of 
the gross. 


Earnings Varied Widely 


HIS schedule, condensed, shows 
that 79 per cent of the reporting 
banks or trust companies had net earn- 
ings (before taxes) of less than 50 per 
cent of the gross, while 21 per cent had 


net earnings of over 50 per cent, or as 
stated in another way, 45 per cent of 
the reporting banks and trust compa- 
nies had net earnings of less than 35 
per cent, while 55 per cent had net 
earnings of over 35 per cent. 

Having ascertained, from the ex- 
perience all over the country of 
banks and trust companies doing a 
trust business what the net earnings 
of their trust departments as a whole 
for a given year were, as measured by 
the same yardstick, it was then possi- 
ble to set up a cost system, again 
using the same items of earnings, and 
the same items of expense, as were 
used for the department as a whole, 
designed to show what the net earn- 
ings of each division were. An ac- 
countant, thoroughly familiar with 
trust cost accounting, applied this cost 
system to nine banks doing a trust 
business well scattered geographically 
to include every section of the country. 
In tables A and B are shown the earn- 
ings in the seven various divisions of 
trust activity in two of the nine banks 
to which the cost system was applied. 

It must be borne in mind that the 


Miscel- Custod Bond and Stock 
[ TABLE A] Personal Corporate laneous and d Coupon Transfer and 
Total Estates Trusts Trusts Trusts Safekeeping Paying Registration 
Earnings: 
Interest Profits on Deposits. 36,835.27 4,587.09 4,370.27 11,573.92 403.58 609.23 
Capital Earnings..........++..++5 ° 8,212.68 889.83 1,064.88 2,859.12 335.50 116.70 2,946.65 ........ 
Gross Earnings .......ceeeeeeseecces $207,296.55 $69,463.33 $42,239.04 $39,113.73 $7,538.75 $7,595.80 $23,304.73 $18,043.15 
Expenses: 
10,110.6 2,729.86 3,842.03 909.95 404.42 808.85 505.53 ° 909.95 
Travel Expense.............-20-08 219.34 371.10 41.13 51.88 22.97 41.35 
Fidelity Imsurance............++.45 679.68 956.59 226.56 201.39 125.87 226.57 
Life Insurance..............e20+e8 213.19 300.05 71.06 63.17 39.48 71.06 
Meals and Overtime.............-. 72.70 95.07 27.96 25.16 19.57 27.96 
Furniture and Fixtures......... 6s 88.91 116.26 34.20 30.77 23.92 34.20 
Postage and Stationery..........-- 1,036.53 1,458.81 345.51 307.12 191.94 345.51 
Telephone and Telegraph... 334.66 471.00 111.55 99.15 61.98 111.55 
Miscellaneous ............-. 450.19 1,981.68 150.06 133.38 83.37 150.06 
Direct Expenses ...........---200008 $100,231.49 $27,580.69 $39,259.75 $8. 643.38 $7,644.92 $4,972.36 $8,901.47 
Overhead 15 Per Cent............ 15,034.72 4,137.10 5,888.96 1,296.54 1,146.73 745.85 1,335.23 
Total $115,266.21 $31,717.79 $45,148.71 $9,939.92 $8,791.65 $5,718.21 $10,236.70 
NOE PORE 92,030.34 37,745.54 2,909.67* 29,171.81 1,195.85* 17,586.52 7,806.45 
Per Cent of Expenses to Fees...... 71.04 49.57 122.67 40.28 127.98 98.14 56.73 
Per Cent of Expenses to Fees and 
Interest Profits ................. 57.90 46.25 109.65 27.42 51.54 117.55 28.09 56.73 
Per Cent of Expenses to Fees, Inter- 
est Profits and Capital Earnings.. 55.60 45.66 106.89 25.41 49.25 115.75 24.54 56.73 
Per Cent of Net Earnings (Before 
Taxes) to Gross Earnings........ 44.40 54.34 6.89* 74.59 50.75 15.75* 75.46 43 


*Loss. 
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Bond and 
Coupon 
Paying 


Stock 
Transfer and 
Registration 


Miscel- 
laneous 
Trusts 


$42,883.05 


3,109.58 
1,052.95 


Custody 
and 
Safekeeping 


$12,357.18 
2,428.22 
809.96 


[TABLE B] 


Personal 
Estates Trusts 


$339,697.94 $151,881.79 
5,631.47 6,649.45 
1,862.91 2,186.90 


Corporate 
Trusts 


$18,197.53 
12,500.04 
4,454.79 


Total 


$622,416.39 
53,865.50 
14,093.33 


Earnings: 
Fees 
Interest Profits on Deposits 
Capital Earnings 


Gross Earnings 


haupenses: 
Salaries 
Rent 
Solicitors’ Salaries 
Advertising 
Travel Expense 
Fidelity Insurance 
Life Insurance 
Meals and Overtime 
Furniture and Fixtures 
Postage and Stationery 
Telephone and Telegraph 
Miscellaneous 
Pension Fund 
Legal Expense 


$690,375.22 


$347,192.32 $160,718.14 $35,152.36 


$ 
1 


$89,533.32 


$47,045.58 


$15,595.36 


$24,836.31 


Direct Expenses 
Overhead 15 Per Cent 


$87,227. 
13/084. 


$135,272.82 
20,291.59 


$22,921.59 


3,438.31 


Total Bepenses $370, 
Net Profits 
Per Cent of Expenses to Fees 
Per Cent of Expenses to Fees and 
Interest Profits 
Per Cent of Expenses to Fees, Inter- 
est Profits and Capital Earnings. . 
Per Cent of Net Earnings (Before 
Taxes) to Gross Earnings 


*Loss. 


trust business is more or less “spotty,” 
and the results of a single year are not 
entirely conclusive. An _ unusually 
large estate might distort the figures 
of an entire trust department for the 
year in which the commission is taken. 
An unusual corporate trustee trans- 
action, particularly in a smaller bank, 
or an unusual escrow, might distort 
the figures in a particular year. A 
trust department less than ten years 
old cannot hope to show earnings 
comparable with the trust depart- 
ments which have been doing business 
for a longer period. 


Basis for Comparison 


HILE it is not claimed that this 

is a perfect cost system, or that 
the application of it to these nine 
banks is in all respects correct, we do 
feel that the results of the system as 
applied give a reasonable and accurate 
picture of comparison. It is perhaps 
the first time that a number of banks 
have had the opportunity to compare 
results obtained from a common for- 
mula; that is, by including the same 
items in each instance that go to 
make up the earnings, and the same 
items in each instance that go to make 
up the expenses. 

In analyzing the statements of the 
two banks, one is impressed by the 
enormous difference in the net earn- 
ings of the several divisions within 
each bank itself. It would seem that 
something in these trust departments 
is wrong, and undoubtedly now that 
this situation has been disclosed by 
the application of the cost accounting 
system, these banks will want to cor- 
rect the results they have been ob- 
taining. 


$100,311.18 


246,881.14 
29.53 


$26,359.90 
8,792.46 
144.85 
85.87 
74.99 


25.01 


29.05 
28.89 
71.11 


‘The information revealed indicates 
the necessity of maintaining a cost ac- 
counting system, for how otherwise 
could such a condition be disclosed? 
It is desirable to make up cost state- 
ments monthly, for it is easier to make 
the analysis of earnings and the allo- 
cation of expenses at monthly in- 
tervals than to wait until the end of 
the year, and monthly statements of 
this character are more apt to be ac- 
curate than yearly statements. 

In some of the divisions of the two 
banks whose analysis is shown. one of 
several things has happened: the di- 
visions are not operating efficiently ; 
there are too many free accounts; the 
rates are not being uniformly applied; 
or if uniformly applied, the schedule 
of charges is too low. 

While it is important that every 
fiduciary department should have a 
cost accounting system, in order that 
it may at all times know what the 
net profits of each division are, it is 
even more important to have a definite 
schedule of charges for as many of 
the services as lend themselves to 
schedules. 

A schedule, to be really effective, 
must be applied uniformly and im- 
partially to all customers alike. Any 
other practice always creates embar- 
rassment for the bank or trust com- 
pany, for if an individual or corpora- 
tion finds that his or its rate is higher 
than that of a neighbor, there is a 
natural loss of all respect for and con- 
fidence in the bank. 

Aside from the matter of ethics, a 
single and uniform schedule of rates 
is good business. Conditions that 
enter into the fixing of different inter- 
est rates on loans, for example, as be- 
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tween one client and another, such as 
degree of safety, frequency of borrow- 
ings, length of time on the books as a 
borrower, relation of average balances 
to amount borrowed, do not hold in the 
trust business. When a man borrows, 
he usually does so for a period of 
thirty, sixty or ninety days. If the 
considerations that prompt the nam- 
ing of a lower rate change, it is easy 
to cure the situation when the time 
for the next borrowing comes up. 
Most trust services, on the other hand, 
by their very nature, run for many 
years, or, as in the case of executor- 
ships, do not usually come into being 
for a long time, and considerations that 
might prompt a favored rate today 
are very apt to change, but if the trust 
officer has committed himself to a 
favored trust rate, he cannot cure the 
situation, as the loaning officer can, 
with regard to a loan. 


New Times and New Ways 


HE events of the last two years 

have brought about changed condi- 
tions. This is a different era, and ad- 
justments to the new trend must be 
made. Trust men responsible for the 
operation of trust departments are no 
exception. The successful department 
of the future should: 


(1) Operate under a definite fee 
schedule for all of the various types 
of trust services designed to produce 
reasonable profits: these profits to run 
alike in all divisions; 

(2) Apply that schedule of charges 
impartially and uniformly to all cus- 
tomers alike; 

(3) Initiate and maintain a cost ac- 
counting system at all times. 
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The Tax on Checks 


HILE the legislative day still is young, bankers 
might well make studies within their offices of 
the effect upon finances and on the speed of busi- 
ness that a proposed tax on bank checks would cause. 
Checks were taxed to raise revenue during the 
Spanish-American War, but in the intervening years 
there have been such advances in banking and in the 
use of checks as to make that experience of limited 
value now. 


The Moratorium 


TRANGE things have flowed from and followed 

in the wake of our efforts to make the world safe 
for democracy, but nothing is stranger or more unex- 
pected than that fourteen years after the United States 
had changed the course of its national life to uphold a 
principle and to maintain an ideal overseas, the 
troubles of democracies we helped to maintain or 
to establish are by force of circumstances given 
precedence over our own affairs, at a period when 
the economy of our own country stands in need of 
the best wisdom that we possess. 

Still stranger things have ensued on the other 
side of the Atlantic—new governments in new forms 
such as Italy with a King on a throne but a Dic- 
tator overshadowing him; Germany a Republic but 
at present ruled by decrees in dictator fashion; Rus- 
sia in theory achieving liberty to such a fantastic 
degree that it has overshot the limit, completed the 
circle and is back again in a serfdom not so far 
removed from that which prevailed in the time of 
the Czars; Great Britain lately experimenting with 
Socialistic rule now struggling to overcome its re- 
cent mistake. 

All of these experiments have cost us heavily, 
from the repudiation of the Russian debt down 
through a long list to the end of the old year when 
Congress ratified the action of President Hoover in 
postponing for one year the payments to us on the 
inter-governmental debts. But notwithstanding the 
cost, the vote on the resolution to confirm—317 to 
100 in the House; 69 to 12 in the Senate—speaks 
eloquently of the forbearance and the patience of 
the people with regard to its debtors. 

Though they have cost us heavily the following 
statement issued by President Hoover on Dec. 23 just 
after signing the joint resolution ratifying his post- 
ponement indicates how much greater might have been 
the cost to us and to the world had this nation exerted 
pressure for the payments due: 

“The suggestion of our government for the year’s 
postponement of inter-governmental debts among all 


principal nations, of which ours is only a part, averted 
a catastrophe, the effects of which would have reached 
to the United States and would have caused the Ameri- 
can people a loss of many times the amount involved. 
No part of the debt owing to us has been canceled or 
reduced; the postponed amounts are repayable over a 
period of about ten years with interest at 4 per cent. 

“In saving the collapse of Germany by the year’s 
postponement, the American people have done some- 
thing greater than the dollars and cents gained from 
the maintenance of our agricultural markets, the pre- 
vention of panic and unlimited losses. They have con- 
tributed to maintain courage and hope in the German 
nation, to give opportunity for the other European 
countries to work out their problems.” 

The sentence in the resolution adopted by both 
houses— 

“It is hereby expressly declared to be against the 
policy of Congress that any of the indebtedness of 
foreign countries to the United States should be in 
any manner cancelled or reduced,” speaks positively 
of our future policy. If that declaration dashes the 
hopes of the cancellationists overseas, it temporarily 
at least appeases home constituencies who are be- 
ginning to think more seriously about the debts. 

It was stated in the Senate during the closing 
hours of the debate that the debts owing to us con- 
stitute one-half of one per cent of the income of 
the nations involved; 2.7 per cent of their national 
budgets. “The Englishman pays us $3.60 a year; 
the Frenchman 80 cents and the Italian 12 cents.” 

We have said that strange things have come as 
the result of our efforts to make the world safe for 
democracy. Strangest of all is the overseas concept, 
so different from-our own. Our realization of a 
republic in America was attained with great danger 
and great sacrifice, as are all seizures of liberty 
from the hands of despots, but, having attained it, 
we cherished it, we developed it through many sacri- 
fices and built our temple of liberty out of such 
materials as were at hand. There was no thought on 
the part of the rising generation of the post revolu- 
tionary days that we could escape the conditions as 
we found them, and, with such a background of 
American history, it can hardly be expected that 
now when the United States is facing a period of ex- 
ceptionally high taxation, much of it caused by the 
Great War, that the American public, so long quies- 
cent on the foreign war debts, should continue to 
be indifferent regarding the hopes of overseas peo- 
ples for cancellation. Such a sacrifice might give a 
temporary and much-needed stimulus to business, 
but cancellation without public opinion back of it, 
might instill in the hearts of our people a resent- 
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ment that we would be better off without. We have 
even now too much resentment against law—a too 
weak respect for individual obligations. 


Sovereign Remedies 


NCE it was the vogue to advertise “sovereign 

remedies”—medicines supposed to have complete 
authority over various ills of the body. Such adver- 
tisements which a generation ago flooded public prints 
have entirely disappeared from the most reputable 
journals. Now there are two other sovereign remedies 
that are everywhere offered with great earnestness for 
the alleviation of business ills—one is more credit and 
the other more law. 

Credit and law constitute the very foundation of civ- 
ilization but they may not be applied lavishly and with 
the assumption that once applied, the cure quickly 
follows. Though they are helpful, necessary agencies, 
they are not cure-alls. 

We must go back to the causes of our illnesses, be 
they economic or bodily, and change conditions there, 
and in the United States it seems that this is a case 
for individual treatment quite as much as it is a mass 
production operation. 


The Basle Report 


N 1914 Germany was regarded by some as the well- 

spring of a new culture that must at all costs be im- 
posed upon the world. In 1930 this same Germany is 
regarded by many as the wellspring of a new devasta- 
tion which must at all costs be averted. The world 
saved itself from this culture and it is not too much 
to hope that now it may save itself from the impend- 
ing commercial danger. 

The report of the Young Plan Advisory Committee 
issued at Basle last month, like many documents pre- 
pared by representatives of conflicting interests, cov- 
ered over with diplomatic phraseology important 
points, but it was, nevertheless, unequivocal on the 
great central point. The committee came to the con- 
clusion that Germany “will not be able in the year be- 
ginning in July next to transfer the unconditional 
part of her annuity.” Hard on the heels of the Basle 
report came the hurried call of Premier MacDonald of 
Great Britain for a new reparations conference of the 
nations to open at Lausanne on January 18 to devise 
ways and means of correcting the maladjustments of 
the economic world. 

If Washington, as has been reported, regards this 
conference with coldness there is no reason to look 
far for the reasons, for it would seem that, starting 
with the premise that payments of intergovernmental 
debts to the United States must be postponed, the con- 
ference will directly or indirectly pronounce benedic- 
tion on the findings of the Basle Committee and thus 
seek to nullify the action of our Congressional ulti- 
matum that there will be no cancellation. 

It may be profitable and advantageous to have an 
official observer present at the ceremony. It may 
even be that the Lausanne Reparations Conference will 
strike out new paths of constructive action for the 


leading nations of the world, but if the conference is 
to fulfill the hopes of the world, the nations must 
approach the table with new attitudes—with for- 
mule based more on self-help and mutual confidence 
and less upon shrewd bargaining. 

In individuals there is a simplicity of cunning as 
well as a simplicity of innocence, and among nations 
there is a simplicity of shrewdness as well as a sim- 
plicity of philanthropy. 

We wonder if the simplicity of shrewdness is not a 
factor in prolonging the depression! 


They Feared a Famine 


N 1916 Great Britain, pressed for capital and credit 

to carry on the war, began to apply pressure upon 
its subjects to force the liquidation of American se- 
curities. Under the first plan which provided for the 
concentration of these securities, the owners could sell 
them to the government and receive in payment Brit- 
ish Government bonds; or the owner could loan them 
for five years, meanwhile receiving interest and divi- 
dends, and a bonus payment. France had a similar 
plan with regard to American securities. Germany 
also mobilized the foreign and domestic securities of 
her citizens. 

These emergency operations are recalled now only 
for the purpose of illustrating a method by which the 
people of the United States may help in putting the 
depression behind us. Our Government does not need 
—and never will need—to resort to any such drastic 
measures. Its resources are too great. The depth of 
its credit pool never has been sounded, but, as the 
patriotic English, French and Germans came forward 
with their treasure, everyone in America can, if he 
will, similarly contribute—not his capital—to the gen- 
eral well-being but his bit of confidence, for confidence 
is the basis of all credit! 

Look out, wherever you are, on all that we cherish 
and are proud of. Whatever was achieved was 
achieved by the quiet confidence of someone, by a fac- 
ing of obstacles and the patience to overcome them. 

That applies to everything that we possess, from the 
continent which centuries ago was sought out over 
wide and dangerous seas to those higher sustaining 
and impelling forces that we call principles and ideals. 
The electric light never could have been evolved out of 
doubts and dark forebodings. It came from a tiny 
glimmer of faith within, and grew into reality by 
steadfast confidence. It should, therefore, be plain 
that there never was and there never will be any 
progress in scurrying to cover; in selfishly hoarding 
against the day of want that will never come. 

During the World War, there were a few people in 
the United States who took fright at the efforts of the 
Government to conserve food, let their fearful imagina- 
tions run wild and hoarded food against the coming 
of the time when a crust might be scarce, little sus- 
pecting that instead of approaching famine, conditions 
were setting the stage for the greatest overproduction 
of food that the world has ever known! 

Those who now are in the same mental condition are 
adding to the troubles of business, and placing ob- 
stacles in the way of restoration! 


i 


his budget message to Congress 

December 9. It recommended 
the general policy of increased Fed- 
eral taxes. Accompanying the mes- 
sage was the annual report of the 
Secretary of the Treasury. It out- 
lined the proposed tax increases in 
specific terms. 

Requiring less than one line near 
the end of a long paragraph in which 
Secretary Mellon described the new 
miscellaneous taxes by which the 
Treasury hopes to raise $205,000,000 
between January and June, 1932, and 
$514,000,000 during the 1933 fiscal 
year, were these words: 

— ¢ a stamp tax of two cents 
on each check and draft; . . .” 

Overshadowed in the public eye by 
the Treasury’s more sweeping pro- 
posals of doubled surtaxes on large in- 
comes, decreased personal exemptions 
by which 1,700,000 persons would be 
added to the family of Federal in- 
come taxpayers, and thumping excise 
taxes on automobiles and radios, the 
proposed tax on checks and drafts did 
not at once claim a prominent place in 
discussions of the Administration’s 
program. More recently, however, nu- 
merous questions and opinions con- 
cerning it have begun to emerge. 


Method of Collection 


OW would such a tax be admin- 

istered? Would we stick a two- 
cent internal revenue stamp’ on the 
back of each check? Or at the end 
of each month would the bank count 
the checks we had drawn, debit our 
account for the tax, and remit it to 
the Government? Probably neither. 
If the administrative methods of a 
similar tax levied once before were 
adopted, the tax stamp would be em- 
bossed on checks by the lithographer. 
He would pay the tax, adding it to 
the price at which he sold the checks 
to the banks. They, in turn, would 
pass the tax on to their customers. 
As individuals, we would buy check 
books instead of getting them for 
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nothing. 
Would the checking account habits 
of the nation be changed? This point 


Proposed Tax on Bank Checks 


By MORRIS EDWARDS 


Secretary Mellon’s Suggestion of a Two-Cent Stamp Tax on 
Each Check and Draft Viewed in Light of Past Experience 
with Similar Revenue Projects. 


J Legislators Still in Formative Stage. 


has attracted wide speculation, espe- 
cially among the Treasury officials 
who are responsible for estimating 
tax yields. The speculation centers 
around the payment of wages and 
household bills by check. 

Because of the prevalence of hold- 
ups, many business concerns in recent 
years have substituted the check for 
the pay envelope containing currency. 
Likewise, in response to educational 
campaigns urging people to “pay by 
check,” an increasing number of 
housewives pay the butcher, the baker 
and the candlestickmaker by check. 

Take the case of the office or factory 
with weekly or semi-monthly payrolls 
for 1,000 employees. The tax of from 
$40 to $80 a month would be some- 
thing of an item, perhaps enough to 
influence a change back to payments 
in currency. The bank handling the 
account of such an establishment prob- 
ably would much prefer continuance of 
payment by check. 


Effect on Small Accounts 


HE housewife would provide the 

interesting test. Would the 
amount and nuisance of a tax, coming 
on the heels of the banks’ own service 
charges, be sufficient to influence her 
to close out her active, small account 
of from $50 to $200 of monthly trans- 
actions? Or would she still be at- 
tracted by the convenience of paying 
all her tradesmen from the writing 
desk in her living room? Since it 
would be a result not of their own 
making, the banks might be able to 
look with equanimity upon the closing 
out of some of these unprofitable small 
accounts. 

What has been the experience with 
such a tax? During the past half- 
century, the experience of the United 
States has been limited to a period of 
less than three years during and after 
the Spanish-American War. A tax on 
bank checks, drafts, bills of exchange, 
etc., was one of many documentary 
stamp duties imposed by the War 
Revenue Act of June 18, 1898. The 
rate on checks was two cents. All of 
these duties taken together produced 
a sizable revenue, in 1899, account- 


454 


Opinion Among Washington 
Early Action Unlikely. 


ing for $38,000,000 of a total internal 
revenue of $273,000,000. The 1899 
report of the Commissioner of In- 
ternal Revenue spoke of the bank 
check tax as “probably the largest 
single item of revenue derived from 
documentary stamp taxation.” 

The check tax of 1898—just as was 
the case with many of the excise taxes 
during the World War period—was 
tolerated by the people so long as the 
fervor of war-time patriotism held 
sway. It had been in effect little more 
than a year before a device for avoid- 
ing it was found. Checks were tax- 
able. Receipts were not. A man 
going to the bank, instead of cashing 
a check, would give the teller a receipt 
for money received. This legitimate 
avoidance apparently brought anguish 
to G. W. Wilson, the Commissioner of 
Internal Revenue, judging by the rec- 
ommendation contained in his 1899 re- 
port. “The use of receipts in lieu of 
checks,” he told Congress, “is prob- 
ably responsible for some of the de- 
crease (in revenue) during the last 
three months. A knowledge that re- 
ceipts can be used in this way has 
permeated the community.” His rem- 
edy, as might be expected, was to tax 
receipts. 


Public Objected 


UT once the war emergency had 

passed, the check tax was prompt- 
ly pilloried as a nuisance and an abom- 
ination. Such phrases as “These 
taxes, irritating and now unnecessary, 
should be repealed,” and “The people 
are paying these taxes with impati- 
ence and protest,” appeared in edi- 
torials during the spring months of 
1900. 

Such sentiments soon were recog- 
nized officially. In his 1901 report, 
Secretary of the Treasury Gage, in 
surveying the possibilities of tax re- 
duction, said, ‘“‘As a first step, I rec- 
ommend the repeal of the miscellane- 
ous taxes known as war taxes. They 
are in their nature vexatious, in some 
instances oppressive, and, separately 
considered, yield but small revenue.” 
The bank check tax was among the 


(Continued on page 487) 


x 
f 
4 


January, 1982 


AMERICAN BANKERS ASSOCIATION JOURNAL 455 


How a modern building got two main floors 


WHEN the directors of the Old Merchants National Bank 
and Trust Company, of Battle Creek, Michigan, first con- 
templated the erection of a new structure to house their 
banking operations, they were confronted with this situa- 
tion: The building site was located in the center of the 
business section, where the ground floor of a building 
affords highly desirable quarters for stores. If the bank- 
ing equipment were installed on the ground floor, it would 
occupy space of high rental value. On the other hand, if 
the banking equipment were placed above the level of 
the street, bank patrons would be inconvenienced. 

The directors laid their problem before the architects, 
who, in turn, submitted it to Otis Elevator Company. As 
a solution, Otis proposed that the banking equipment be 
placed on the second floor and that escalators connect this 
floor with a wide and roomy passageway leading to the 
street. Thus could the convenience of bank patrons be 
quite satisfactorily fulfilled. Thus could the comfort of 


both patrons and employees be enhanced because of better 
light and ventilation, freedom from dirt and noise. Thus 
also could the street floor, with its windows of high visibil- 
ity, be offered for rent to merchants. And the building 
would get the benefit of two ground floors. 

Into the unusual and complicated traffic problems of 
many concerns Otis engineers have delved. The one re- 
lated above is a typical example. The solution to this one 
has become quite popular and other banking concerns 
are now planning to make use of it. 

From these analyses of building transportation prob- 
lems, Otis has gathered a great deal of first-hand knowl- 
edge. The benefit of this experience is available to any 
concern desiring it. A complete study of traffic conditions 
will be made and a comprehensive report submitted. 
There is no cost or obligation. All you need do is ask for 
a traffic analysis at the nearest Otis office. Otis Elevator 
Company . . . offices in all principal cities. 
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Association Activities 


Two Aids to Management 


HE number of bank directors in 

the United States is approximately 
175,000. If every one of them might 
read a copy of the Bank Management 
Commission’s new booklet on the legal 
and moral responsibilities of directors 
the banking structure of the country 
would be measurably strengthened. 
This booklet contains what can be 
called a guide or catechism for bank 
directors by L. A. Andrews, Bank 
Commissioner of Iowa; also an analy- 
sis of a director’s duties by F. G. 
Awalt, deputy comptroller of the cur- 
rency, and a discussion of directors’ 
responsibilities by Lee S. Trimble, 
vice-president, Georgia Railroad Bank 
& Trust Company, Augusta, Ga. The 
central thought and purpose of the 
booklet—expressed in a foreword—is 
that in the interest of good banking, 
“figure-head directors must go.” 

The Bank Management Commission 
announces also the publication of a 
folder entitled “The Story of a Re- 
gional Clearinghouse.” This is a rec- 
ord of the results achieved by the 
First Regional Clearinghouse Associa- 
tion of Louisiana, as described by W. 
B. Gladney, president of the organiza- 
tion. 


Eastern Savings Program 


HE Eastern Regional Savings 

Conference of the American Bank- 
ers Association will be held January 
28 and 29, at Hotel Roosevelt, New 
York. Among the subjects to be dis- 
cussed are railroad, municipal and 
utility securities, the effect of mal- 
distribution of gold on trade and com- 
merce, the deposit problems of coun- 
try banks, the proposed home loan dis- 
count banks, unemployment insurance, 
and the development of new business 
in times of depression. The list of 
speakers includes Grenville Clark, of 
Root, Clark and Buckner, New York; 
A. C. Robinson, president, Peoples- 
Pittsburgh Trust Co., Pittsburgh; 
Fred I. Kent, director, Bankers Trust 
Co., New York; Alexander D. Noyes, 
financial editor, New York Times; 
James D. Craig, actuary, Metropolitan 
Life Insurance Co., New York; Leo 
Wolman, economist, Amalgamated 
Bank, New York; Clarence Copeland 
of H. H. Copeland & Son, New York; 
Gaylord C. Cummin, Municipal Secu- 
rities Service, Boston; Jay Morrison, 
vice-president, Washington Mutual 
Savings Bank, Seattle; Edwin Bird 
Wilson, president, Edwin Bird Wilson, 
Inc., New York, and David Barry, 


president, First National Bank of 
Johnstown, Pa. 

Dr. O. C. Kiep, German consul-gen- 
eral at New York, will speak at a 
luncheon on the first day of the con- 
ference. Charles K. Moser, chief of 
the Far Eastern Section, Division of 
Regional Information, Department of 
Commerce, will speak at a similar 
luncheon on the second day. The 
banquet speakers on the evening of 
January 28 will be Ralph E. Flanders 
of Jones & Lamson Machine Company, 
Springfield, Vt., and Roy Dickinson, 
economist and business writer, asso- 
ciate editor, Printers’ Ink, New York. 


Mid-Winter Trust Program 


ALPH STONE, chairman of the 

Detroit Trust Company, Detroit, 
Mich., will be the principal speaker 
at the twenty-first annual banquet of 
the Trust Division Thursday night, 
Feb. 18, 1932, at the Hotel Commo- 
dore, New York City. The banquet 
will bring to a close the Thirteenth 
Annual Mid-Winter Trust Conference 
which meets Feb. 16, 17 and 18. 

The program for the conference is 
being arranged under the direction of 
Thomas C. Hennings, vice-president 
of the Mercantile-Commerce Bank & 
Trust Company, St. Louis, and Presi- 
dent of the Trust Division. Emphasis 
will be placed on problems of invest- 
ment and relations with lawyers, two 
questions of particular timeliness to 


trust men in all parts of the country. 
Other fields of trust work to be dis- 
cussed at the conference will include 
new business, insurance trusts in 
their present day aspects, fees, statu- 
tory needs and other matters of im- 
portance to all corporate fiduciaries. 


Convention Calendar 


STATE 
ASSOCIATION 
Texas 
New Mexico 
Missouri 
Indiana 


PLACE 


Austin 
Taos 


Indianapolis 
Kansas Kansas City 
Illinois Springfield 
Oklahoma Tulsa 
Tri-States Convention 
(Mississippi, Arkansas, Tennessee) 
Memphis, Tenn. 
West Virginia Fairmont 
South Dakota Watertown 
Wisconsin Milwaukee 
Virginia Old Point 
Comfort 
Mackinac 
Island 


BANKERS ASSOCIATION 
MEETINGS 


Eastern Regional 
Savings Conference 
New York, N. Y. 
Thirteenth Mid-Winter 
Trust Division Confer- 
ence New York, N. Y. 
Mid-West Regional 
Savings Conference 
St. Louis, Mo. 
Executive Council 
White Sulphur Springs, 
W. Va. 


July 11-13 Michigan 


AMERICAN 


Jan. 28-29 


Feb. 16-18 


April 21-22 


April 25-27 


6-10 A.I. B. Convention 
Los Angeles, Cal. 
A. B. A. Convention 


Los Angeles, Cal. 


June 


Oct. 3- 6 


An Institute on Bonds 
BY B. O. MOODY 


Vice-President, First National Bank of Amherst, Mass. 


ANY a country bank officer, as 
M he watched the gyrations of 

some of his bond holdings, 
may perhaps have wished he possessed 
a more fundamental knowledge of 
bonds, the security back of them, and 
some of the factors influencing their 
marketability. 

The average country banker has a 
thorough knowledge of local credits 
because he started to learn about them 
the first week he entered the bank as 
a messenger and each succeeding year 
brought with it an accumulation of 
knowledge of local people and local 
conditions that gave him a_back- 
ground on which to base his judg- 
ment. His judgment became corre- 
spondingly sound because he had the 


facts and knew how to interpret them 
in the light of experience. 


IS knowledge of bonds, however, 

has not been as fundamental. In 
many cases it has been picked up at 
random from the casual reading of 
newspapers, financial circulars describ- 
ing offerings, and conversation with 
bond salesmen, and while all of these 
sources of knowledge have been valu- 
able they would have been much more 
so if the officer had been trained in 
fundamental principles at the start. 
Then, too, the bond account has, in 
many cases, never received the study 
and painstaking care that has been 
given the local loan. It has too often 

(Continued on page 483) 
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When a bank appliance 


that costs nothing to 


install can effect such 


important economies — 


it’s time to investigate 


No Capital 
Investment 


Required— 


HE pressure for economy in 
T routine bank operation is 
great. Because Recordak has made 
big savings in many departments 
of hundreds of banks, it is worth 
most careful consideration. 
Hence a conference on Recor- 
dak’s many-sided benefits is in 
order at the present time. The 
conference should include repre- 
sentatives of all departments 
where Recordak can be used. 
Bookkeeping department heads 
will be interested in the Recordak 
Photographic Plan of Single Post- 


Recordak pictures are retained on 16 mm. 
EASTMAN SAFETY FILM. The Recordak 
projector, shown above, reproduces on its screen 
actual size pictures of items photographed. 


ing that will immediately save 
3344% in labor, 40% in mechani- 
cal equipment, and 50% in sta- 
tionery—with completely tam- 
per-proof records and greater pro- 
tection against fraud and error. 

Transit department heads will 
consider the cash value of the 40% 
reduction made by Recordak in 
Operating costs—its greater speed 
and protection in case of trans- 
portation mishaps. 


Recordak Corporation 
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call a conference 


Recordak photographs assure accurate records 
of all transactions between bank and customer. 
Greater speed...lower costs. Absolute accuracy 
.. greater protection. 


In the filing department the 
saving in storage space is a factor. 
Deposit tickets, for instance, can 
be photographed and destroyed 
—with a 90% saving in storage 
space and complete protection 
against loss and mis-filing. 

Then there is the value of Rec- 
ordak’s check-fraud protection 
...its ability to safeguard certi- 
fied checks and to record counter 
check payments...its good-will 


value as a service to customers. 

You will want to consider 
these advantages in the light of 
the following facts: (1) Recordak 
requires no capital investment 
but is leased at a moderate rental. 
(2) Installation can be made 
quickly with little disturbance of 
bank routine. (3) Recordak’s 
cost is far outweighed by savings. 
(4) No bank is too small to op- 
erate it profitably. 

Certainly these factors make 
Recordak a profit possibility that 
should be immediately investi- 
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ECONOMIES 


BOOKKEEPING DEPARTMENT: 
Saves 33/3 % in labor 
40% in machinery 
50% in stationery 


TRANSIT DEPARTMENT: 
Saves 40% in 


operating cost 


FILING DEPARTMENT: 
Saves up to 90% in 
storage Space 


PROTECTION: 


Prevents check frauds and 
wins customer good-will 


gated. Fill out and mail the 
attached coupon now and we will 
immediately send you the basic 
facts about Recordak for your 
department heads. 


RECORDAK CORPORATION 
350 Madison Avenue, New York City 


Without obligation please send me ; 
copies of material explaining Recordak 
Operations in various bank departments. 
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CORPORATE 


TRUST SHARES 


ACCUMULATIVE SERIES* 


represent an ownership interest in the group of good 
common stocks listed in the panel at the right, plus 
the advantage and convenience of a trust service. 


* Also available in a distributive type, known as 
Corporate Trust Shares, Series AA 


To holders of 
CORPORATE TRUST SHARES 


OLD SERIES 


The issuance of the new series of Corporate Trust 
Shares has in no way lessened the investment strength 
and stability of the original series. The life of the orig- 
inal trust is for 25 years, of which more than 22 
years have yet to run. Its affairs will continue to be 
administered as heretofore by the independent trus- 
tee, The Chase National Bank of the City of New York. 


In creating the two new series, it has been the aim of 
thesponsors to add new and desirable features based on 
along and successful experience in the fixed trust field. 


Holders of the old series may exchange into shares 
of either of the new series. The exchange of shares 
of the old series for those of the new series is in no 
way compulsory or necessary in order to protect the 
interests of holders. Each holder may determine for 
himself after careful consideration whether or not 
he chooses to make the exchange. 


The Portfolio of the 
new Accumulative 
Series is comprised 
of stocks of these 
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COMPANIES 


in equal share amounts 


INDUSTRIALS 
Allied Chemical 
American Can 
Am. Radiator & S. S. 
American Smelting 
American Tobacco 
Borden 
du Pont 
Eastman Kodak 
General Electric 
International Harvester 
National Biscuit 
Otis Elevator 
Procter & Gamble 
Union Carbide 
United States Steel 
Westinghouse 
Woolworth 


UTILITIES 


Amer. Tel. & Tel. 
Columbia Gas & Elect. 
Consolidated Gas of N. Y. 
Electric Bond and Share 
North American 

United Gas Improvement 


RAILS 
Atchison Top. & Santa Fe 
New York Central 
Pennsylvania Railroad 
Union Pacific 


OILS 
Standard Oil (Indiana) 
Standard Oil (New Jersey) 
Texas Corporation 


Your Investment House or Bank 
Will Furnish Full Information 


ADMINISTRATIVE 
AND 
RESEARCH 
CORPORATION 


These are fixed investment trusts sponsored by 


ADMINISTRATIVE AND RESEARCH CORPORATION 


120 Wall Street - New York 
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Directors. 


gence in Supervising Operations. 
for Serving on Board Should Agree to Carry Burdens as Well. 


HE wording of the oath every 
bank director takes on qualify- 
ing is definite and impressive; 
its intent is even more impres- 
sive, and there can be no doubt of the 
fact that in taking this oath every 
bank director places in pawn, as a 
hostage to fortune, his reputation, his 
peace of mind, and to a certain extent 
his credit and worldly goods. 


The Corporate Plan 


T is an interesting story, all of it- 

self, to trace the development of 
the corporate idea; the gradual evolu- 
tion out of the needs and desires of 
mankind, of this artificial entity—the 
corporation, which has come to play 
such an important part in our daily 
lives. Any artificial thing, designed 
to perform acts or to be made to do 
things, whether it be a robot, Punch 
and Judy, or a corporation, must be 
directed by human minds, of course. 
In order to live and serve, the idea of 
accomplishing the reason for its crea- 
tion and existence must be preserved. 
The body of the corporation is made 
up of stockholders who, for conve- 
nience and expediency, choose repre- 
sentatives from their number to con- 
trol and direct the business under- 
taken and these are called directors. 
It is they who give life, purpose and 
direction to it, and it is they who are 
charged with responsibility for its 
acts, while they enjoy the privileges 
its advantages bring. 

Thus, in a banking institution, are 
found several groups and _ relation- 
ships. The stockholders are the own- 
ers, who delegate management to the 
directors, creating the relationship of 
principal and agent. The directors 
hire the managing officers, and create 
another and different relationship of 
agency. The depositors who use the 
institution, create another relation- 
ship, that of contract—debtor 
and creditor. The patrons who use 


the safe deposit boxes installed for 
their convenience, set up still another 
relationship, and the clientele of the 
trust department, still another, and so 
on with each varied duty. 


What Can the Director Do? 


By LEE S. TRIMBLE 


Vice-President, Georgia Railroad Bank & Trust Co., Augusta, Ga. 


Final Responsibility for Successful Management Rests on Bank’s 
Legal and Moral Duty to Exercise Ordinary Dili- 
Those Who Accept Rewards 


“The figurehead director must go” 


Obviously, it is the prime purpose 
of the corporate idea to gain the ad- 
vantage of limited liability, which is 
clear and definite as to stockholders. 
Directors are not so well protected 
since they hazard not only their own 
money, but they have the rights, the 
property, and often the fates of others 
in their hands. The common welfare 
will not allow that they escape the 
consequences of their own acts, when 
in violation of the oath they have 
taken, and the responsibilities they 
have assumed, if thereby, detriment 
has come to those who trusted them 
and in trusting them gave up the right 
and power to act for themselves. Di- 
rectors “must stand hitched,” to use 
a homely phrase. 


In Law 


HESE responsibilities, as they ex- 
tend over and beyond the protec- 
tion of the limited liability provision, 
are based upon the common law, and 
have been defined and amplified, from 
time to time, in various ways, by 
statutory provision. 
Primarily, the duty of directors as 
agents to stockholders, has _ been 
rather clearly defined as that of exer- 
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cising ordinary diligence. This is not 
that form of agency that requires the 
most scrupulous attention and utmost 
diligence, for the directors of a cor- 
poration serve but part time, usually, 
receiving but slight compensation, so 
that to impose such a requirement as 
utmost diligence would defeat itself, 
as no one could be found who would 
accept the position. 

Nor is this a form of agency which 
is so perfunctory in its nature that 
only a little attention is required, but 
it is a compromise between the two, 
for it has been found in the great lab- 
oratory of time, through trial and 
error, that the best terms on which 
competent men can be induced to serve 
in this capacity, are those requiring 
that degree of attention and effort 
that a prudent man of business would 
hestow on his own affairs, termed or- 
dinary diligence in conducting the 
business of the venture. 


What Ordinary Means 


OW as to what is ordinary dili- 
gence, depends, naturally, upon the 
circumstances of each particular case. 
No hard and fast rule can be laid 
down, until human nature has become 
standardized, until every human ac- 
tion and reaction becomes alike. 
Directors hire and entrust the ac- 
tive duties of management to officers. 
Are directors responsible for all acts 
of these officers? This is qualified 
again by the rule of ordinary diligence 
for the directors are not insurors or 
guarantors of the wrongful acts of the 
officers, unless they had notice of such 
acts, or were negligent in their duties, 
performance of which would have 
brought knowledge of such wrongful 
acts. Directors become responsible 
for damages to the corporation or the 
stockholders only when they act be- 
yond their authorized scope under the 
common law of agency. The legal re- 
sponsibility of the corporation to de- 
positors, must be judged according to 
the law of contract, likewise each re- 
lationship assumed must be treated 
according to kind and nature. 
Just to what extent a director is 
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obligated to keep informed as to the 
internal workings of his bank, is an- 
other question to be decided on the 
basis of ordinary diligence. He is 
never expected to spy on the officers, 
nor to go into all details of bank op- 
eration, yet his duty is to keep in such 
touch with the bank, and such infor- 
mation about it, that he would be ap- 
prised of apparent wrongful practices 
being carried on. In the language of 
a distinguished college professor as 
quoted in a recent article, “He must 
nose around some.” 


Often Unaware of Duties 


T is true that many directors do 

not really comprehend the signifi- 
cance or the importance of their posi- 
tions. Many never read the oath they 
take. Most of them have never read 
or considered the laws that define the 
position of director, and would be 
shocked if they became fully informed 
on the subject. Yet, no one is forced 
to accept the service, and there must 
be plenty of good men who will serve 
on bank directorates, who do under- 
stand and will undertake to give com- 
petent service, so it is an imposition 
on the public for any man to insist on 
taking the rewards that go with these 
positions of trust and power without 
taking at the same time, the burdens 
of responsibility that belong to the 
office. 

It is worthwhile noting the ordi- 
nary practice in selecting a board of 
directors. How are they selected, and 
what are the requirements? 


A Few Questions 


EING well acquainted personally 

with the past directorates of 
three medium sized banks in three 
states of the South, all of which have 
gone out of business recently, two 
through merger or sale and one 
through failure, I selected some four 
directors from each; and asked them 
some pertinent questions. I screwed 
up my courage, and approached sev- 
eral state officials in charge of bank- 
ing affairs asking them other perti- 
nent (and perhaps impertinent) ques- 
tions. Then I consulted several able 
attorneys; then some bank presidents, 
so what I have to say here is not so 
much mine as the thoughts and opin- 
ions of some twenty experienced and 
able men. 

I asked the former bank directors 
for their ideas as to what duties 
and obligations were assumed when a 
director took office; also, for their 
ideas as to the degree of attention a 
director should exhibit in the external 
and internal affairs of his bank, and 
other questions. One former president 


said that his idea of the first duty of a 
director when elected was to “resign 
at once.” Another said that times 
like the present are more impressive 
than any words, spoken or written, 
could be, in delineating the responsi- 
bilities of directors. I have authority 
for the statement that the number of 
bank failures, in the South, at least, 
would have been reduced at least one- 
half, had all bank directors done their 
full duty. A strong indictment, in- 
deed! One that some may not be will- 
ing to accept, but no one can success- 
fully maintain that at least a large 
measure of responsibility for the pres- 
ent weakness of the banking structure 
of the nation, as evidenced by bank 
failures, and frozen credits, must be 
borne by the directors of banks, for 
the legal responsibility is theirs, 
which they cannot pass on to the of- 
ficers if they would. Directors ‘must 
stand hitched.” 


Of course, conditions have been 
hard. Values have shrunk to a frac- 
tion of former volume, and bank di- 
rectors are human. Yet there are 
banks in every section of the country 
which are riding the storm out, and 
in most cases where this is true, these 
banks have had the benefit of the com- 
bined wisdom of a strong board of di- 
rectors, thus typifying the experience 
of the ages that the weaknesses of 
the individual are overcome by the 
strength of the group; that impulses 
may be checked by the steady scrutiny 
of several; that invaluable informa- 
tion may be brought into use and a 
detached viewpoint be brought to bear 
upon the problems of the banking 
business through the unified coopera- 
tive action of a board of directors. 

One of my wisest consultants ob- 
serves that at the start most banks 
are well managed and rightly directed, 
but as time goes by, the management 
tends to drift, becoming centralized in 
the hands of either officers only, or a 
close group of directors, so that action 
by the board as a whole becomes more 
and more perfunctory—drifting. Very 
few banks or people either rush into 
trouble. They drift into it, perhaps 
full of good intentions, but the result 
is just as real and tragic whether in- 
tentions are good, bad or indifferent. 


No Figureheads 


NE of the conclusions, inevitably 

to be reached by banking, is 
that the figurehead director must 
go. His time is out. His weakness 
is discovered. If this depression 
runs its course, aS now indicated, 
the key to business success or 
even survival, is management. And 
management is nothing but close at- 


tention to detail by those authorized 
and responsible. The people of this 
country are longsuffering in many 
cases, yet they find ways of correcting 
abuses if they need to do so. The 
penalties of stock assessments; of 
lowered prestige; and the stigma of 
failure will furnish the education of 
many a bank director who should have 
learned in a different way. Elimina- 
tion of poorly managed banks will re- 
move many. Operation of the law of 
the survival of the fittest is under 
way, sternly just and inexorable. 

Another of my consultants, a griz- 
zled veteran, said this: “Directors 
ought to cover their overdrafts, like 
gentlemen should; margin their per- 
sonal borrowings sufficiently; keep 
reasonable check on the bank officials, 
whom they should commend for good 
work, or reprimand them as they de- 
serve.” He has experience, for that 
terse statement epitomizes my sub- 
ject. 


Building for the Future 


VERY man with even fair intel- 

ligence recognizes the importance 
of each banking unit to its community, 
and its importance as a unit of a great 
system. If I have proved my case, the 
final and inescapable responsibility of 
and for each unit rests on its board 
of directors. The definite boundaries 
and limits of the legal responsibility 
they bear is found in law books, and 
in the courts. The limits and bounda- 
ries of the moral responsibilities are 
much more difficult to define. It has 
been said that “every nation has the 
government it deserves.” If that is 
true, by the same logic it may be said 
that banking is enjoying the success 
it merits. 

But to consider that angle is useful 
only in absorbing the lesson it teaches. 
The immediate problem is to build 
better in the future. Operating a 
bank now is a different matter from 
that of a few years ago. This shaking 
up is a useful thing though it is cost- 
ing a lot. But out of it will come 
better men, better banks, better bank 
directors, and once again experience 
demonstrates that character when 
combined with reasonable ability is 
supreme. The reputation of a bank 
is but the reflection of the reputations 
of its directors as individuals. All 
recognize that our system is on trial. 
The problem is to make men as good 
in quality of output as our merchan- 
dise, and how much easier our work 
would be if we put forth as much 
effort in trying to improve the quality 
of it as most of us do trying to find 
excuses for not properly attending 
to it. 


: 
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Here is more proof that beauty in 
architecture has commercial value 


before 


after 


: : After —'The Webb C. Ball Company 

HEN the Webb C. Ball Company, Silversmiths Cleveland, Ohio, remodelled 
. 1931. Walker & Weeks, Architects, The 

and Jewelers, improved the appearance of their Walker tun 


premises on Euclid Avenue, they received a threefold ‘ators. All marble above second story 
window sills — Pink Georgia Marble, 
return on their investment, the satisfaction of having a fine axed finish. 

beautiful marble building, and a fine retail establish- a ; 
ment for conducting their own business, and higher GEORGIA 


rent returns from the upper floors. 2 
THE GEORGIA MARBLE COMPANY Tate GeorGIA M A RB 
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Cash Burdened Corporations 


By FREDERICK A. BRADFORD 


Professor of Economics, Lehigh University 


The Accumulation by Industrial Concerns of Funds Greatly in 
Excess of Current Needs, and the Resulting Decline in Commer- 
cial Borrowing from Banks Have Proved an Unsound Method 
of Operation. Surplus Should Be Distributed to Stockholders. 


HORT-TERM borrowing by lead- 

ing American corporations has 

decreased in recent years. These 

corporations have been almost 
entirely out of debt to the banks and 
have acquired working capital and 
cash in large amounts. This was true 
not only during the highly prosperous 
years preceding 1930, but a similar 
situation also prevailed in 1930 and 
1931. If this is a sound financial de- 
velopment, the banks, of course, have 
no real cause for complaint. The cor- 
porations are not the guardians of the 
banks and have no obligation to bor- 
row from them if other methods of 
financing working capital needs are 
more economical or more efficient. If, 
on the other hand, the corporate policy 
in question is essentially unsound, 
then the corporations may be blamed 
in part for the situation in which 
some of the banks found themselves 
in the fall of 1931. 


The Change Since 1921 


HE extent to which the working 

capital position of leading Ameri- 
can corporations has changed since 
1921 may best be shown by the change 
in the working capital ratio—the ratio 
of current assets to current liabilities. 
Current assets, as the name implies, 
consist of cash on hand or in banks, 
readily marketable securities not held 
in a sinking fund for the retirement 
of a bond issue, accounts or notes re- 
ceivable, and merchandise inventory. 
Current liabilities, in turn, include ac- 
counts or notes payable, interest pay- 
able, and notes payable to the bank if 
the enterprise has borrowed at its 
bank. A high working capital ratio 
accordingly indicates a large excess of 
quick assets over current liabilities, 
and vice versa. 

Turning now to the statistics derived 
from the balance sheets of American 
corporations, it will be found that, 
whereas in 1921 and prior years it was 
considered conservative for a corpora- 
tion to maintain a working capital 
ratio ranging from 2.0 to 4.0, during 
the past few years ratios of 5.0 and 
6.0, and even more, have become very 


common. According to the figures 
given by Bliss, in his “Financial and 
Operating Ratios in Management,” 
the composite working capital ratio of 
189 leading industrial corporations as 
of the end of each year from 1914 
through 1921 was no higher than 3.75 
for any year and showed a weighted 
average for the eight years of 3.04. 
As compared with these figures, a re- 
cent compilation by the Standard 
Statistics Company, giving a com- 
posite working capital ratio for 310 
leading industrial corporations as of 
the end of each year from 1927 to 1930 
inclusive, shows a ratio no lower than 
4.90 and a weighted average for the 
four years of 5.26. 

This change in corporate working 
capital position denotes an important 
alteration in corporate financing meth- 
ods. A working capital ratio of 3.0, 
for example, means that a corporation 
is financing one-third of its current 
assets by means of short-term credits 
and the other two-thirds by means of 
long-term financing of one sort or an- 
other. This is bound to be the case 
in view of the nature of the working 
capital ratio, for if a corporation has 
current liabilities in the form of ac- 
counts payable and notes payable to 
banks equal to but one-third of its cur- 
rent assets, the other two-thirds of the 
current assets must of necessity be 
balanced by long-term items on the 
liabilities side of the statement such 
as bonds, or stockholders’ equity in 
the form of capital stock, surplus, or 
reserves which are not included in the 
current liabilities. Accordingly, the 
eight-year weighted average of 3.04 
for the 189 corporations means that 
from 1914 through 1921 these cor- 
porations were obtaining about two- 
thirds of their current assets by 
means of long-term financing in the 
form of bond issues or stockholders’ 
equity. Similarly, the four - year 
weighted average ratio for the 310 
corporations for the years 1927 
through 1930 means that the propor- 
tion of current assets obtained by 
these corporations through long-term 
financing was about four-fifths. This 
constitutes a very significant change 
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in corporate financing methods and 
raises the questions of how and why 
this alteration occurred. 


Aided by Stock Boom 


URING 1921 and the years just 

prior thereto, the current liabili- 
ties through which approximately one- 
third of the corporations’ current as- 
sets were obtained consisted chiefly of 
open book accounts and bank loans. 
Less technically stated, a corporation 
which had added to its current assets 
by the acquisition of inventory might 
either agree to pay for the added in- 
ventory after a certain period of time, 
in which case it acquired a current 
liability in the form of an account 
payable, or borrow from the bank and 
use the proceeds of the loan to pay for 
the inventory at once, in which case 
it acquired a current liability in the 
form of a note payable to its bank. 
Since the total of current liabilities in 
this period constituted only approxi- 
mately one-third of the current assets 
of the corporations studied, it is ob- 
vious that only one-third of the cur- 
rent assets were obtained by these 
means. The other two-thirds, as al- 
ready explained, must have been ob- 
tained from the proceeds of bond 
issues, stock subscriptions, or earn- 
ings of the corporations which had 
been retained in the business, that is, 
surplus. Within the past several 
years, long-term financing has been 
further substituted for accounts pay- 
able and bank loans, especially for 
bank loans, as a means of obtaining 
current assets. 

The methods by which this substi- 
tution was accomplished were several 
and all of them had their roots in the 
prosperous conditions and the bull 
market which have prevailed during 
the greater part of the period since 
1921. Thus, during this period cor- 
porate earnings were generally large 
and, even after liberal dividends were 
paid to stockholders, large amounts 
were retained to be reinvested in ad- 
ditional plant and working capital. 
Moreover, during the bull market in 
stocks, working capital was readily ob- 
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tained by many corporations through 
the sale of stock at favorable prices 
and by the issuance of rights to stock- 
holders. The attitude of the bull mar- 
ket toward the declaration of stock 
dividends, also, made this a painless 
method of retaining earnings in the 
business. All of these methods were 
used to a greater or less degree by 
corporations as a means of financing 
their working capital needs. 

The reason for this change in meth- 
ods of financing is somewhat more 
difficult to determine. Very probably 
the ease with which working capital 
could be obtained in the manner de- 
scribed above had considerable to do 
with the change. However, closely 
tied up with this is the fact that there 
has grown up in recent years a dis- 
tinct feeling of aversion to showing 
bank loans on a corporate balance 
sheet. It has come to be felt that for 
a corporation to be in debt to the 
banks is a sign of financial weakness. 
This attitude, while quite without jus- 
tification, has doubtless been an im- 
portant factor contributing to the 
change in financing methods. What- 
ever the reasons for the change may 
have been, the fact is clear that long- 
term financing, chiefly through stock- 
holders’ equity, has been substituted 
by leading industrial corporations in 
a large measure for bank loans as a 
means of financing working capital 
requirements. 


Inflexible 


HE principal disadvantage of 

financing working capital through 
stockholders’ equity, as opposed to 
bank loans, is that the amount of 
working capital cannot easily be 
varied with the varying needs of the 
corporation. The working capital 
needs of industrial enterprises vary 
both seasonally and with the business 
cycle. A¢cordingly, under the present 
financing methods, corporations find 
themselves with an excess of working 
capital, except, perhaps, during the 
months of maximum seasonal require- 
ments. This also happens when busi- 
ness volume drops off during a depres- 
sion unless special steps are taken. 
Moreover, an excess of working capi- 
tal maintained for any length of time 
invariably takes the form of cash, 
since in the ordinary course of busi- 
ness other current assets are constant- 
ly being converted into cash. If, 
therefore, corporations have excess 
working capital at the present time, 
it might be expected to show itself in 
excess cash balances. 

The extent to which corporate hold- 
ings of cash and cash equivalent have 
increased during the past few years, 
and especially during 1930, when busi- 


ness dropped off appreciably, is shown 
in the following table. The figures 
are from the Standard Statistics com- 
pilation of a composite balance sheet 
for the same 310 leading industrial 
corporations referred to below: 


is socially undesirable. The wide re- 
sort to lending in the call loan market 
by others than banks in 1928 and 1929 
is a case in point. Because of this 
practice the New York banks were 
able to exert but little control over 


Composite Cash and Total Current Liability Items of 310 Leading Industrial 
Corporations 
At December 31 


In Millions of Dollars 
Cash and Total Current 
Equivalent Liabilities 
$1,560.12 $1,075.11 
1,781.68 1,212.91 
1,734.52 1,334.20 
1,789.13 993.28 


In Excess of Needs 


T will be noted from the foregoing 
table that corporate cash balances 

at the end of 1930 were 15 per cent 
greater than at the end of 1927, and 
3 per cent greater than at the end of 
1929; and this in spite of the fact 
that total current liabilities were re- 
duced 8 per cent from the end of 1927 
and nearly 26 per cent from the end 
of 1929. Accordingly, the ratio of 
cash to total current liabilities in- 
creased to 1.80. These facts amply 
justify the contention that corporate 
cash balances at the end of 1930 were 
far in excess of the reduced current 
needs at that date. 

The data which are available for 
1931 show a continuance of the same 
condition. Since inventories and cur- 
rent liabilities both declined during 
the same period, the relative propor- 
tion of cash and securities held, of 
course, increased by a larger percent- 
age than the absolute amount. 

This strong cash position of leading 
corporations—and many smaller cor- 
porations as well—has met with very 
general approbation on the part of 
financial observers. This approval is 
in large part unmerited. For an in- 
dustrial corporation to hold cash (for 
any more than a very short period) 
which is in excess of the amounts 
needed in the conduct of the business 
is an extremely questionable practice. 
If the cash is held in the form of 
checking accounts in the banks, or 
even as time deposits, the income de- 
rived from such funds is not sufficient 
to justify its retention in the business 
in excessive amounts. 

If deposits are withdrawn from the 
banks, on the other hand, and are in- 
vested in readily marketable securities 
or on the call Joan market, the corpor- 
ation may augment its earnings some- 
what, as in 1928 and 1929, or it may 
still fail to earn a satisfactory income 
on such investments, as in much of 
1930 and 1931. In either event, how- 
ever, it is taking over the function of 
a bank or investment company which 


In Relatives: 1927=100 
Cash and 
Equivalent 


Ratio of Cash to 
Total Current 
Liabilities 
1.45 
1.47 
1.30 
1.80 


Total Current 
Liabilities 
100 
113 
124 


100 
114 
111 


115 92 


the credit situation, while yet being 
forced to assume practically entire 
responsibility for the vast mass of 
brokers’ loans, the non-banking lend- 
ers being themselves unwilling to be 
responsible for the stability and safety 
of the market. 


An Unsound Practice 


HE lending and investment of 

funds by industrial corporations 
over any extended period is out of ac- 
cord with sound operating principles. 
When an investor buys stock in an in- 
dustrial enterprise, he does so with 
the intention that his capital shall be 
used in the conduct of that enterprise, 
not in making loans or outside invest- 
ments. It should be the policy of cor- 
poration directorates, therefore, to 
use the funds of stockholders in the 
manner intended; that is, in the busi- 
ness itself. 

Accordingly, quite apart from the 
effect of the present corporate cash 
policy on the commercial loans of the 
banks, a change of financing methods 
appears desirable. A resort to the 
earlier practice of meeting peak work- 
ing capital needs through bank bor- 
rowing would redound to the advan- 
tage of the corporations themselves in 
two ways. First, it would rid them of 
the necessity of utilizing a large por- 
tion of their stockholders’ funds in an 
unintended and unjustifiable manner, 
and, second, it would admit of a more 
efficient utilization of liquid capital 
funds than is possible under existing 
financing methods. 

The foregoing conclusion is not 
meant to imply that a corporation 
should never accumulate cash tempo- 
rarily in excess of current needs. It 
may be desirable to build up bank 
balances in periods of prosperity in 
order to pay dividends during times of 
depression. It may also be advisable 
at times to hold reserve cash funds 
available for meeting contingencies or 
for prospective investment in plant 
and equipment at bargain prices. 

(Continued on page 481) 
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1930 


January, 1982 AMERICAN BANKERS ASSOCIATION JOURNAL 


WHEN 


Hard limes 


COME A-KNOCKING 


AT THE DOOR LJ) 


Whether or not, as some people think, times are 


harder today than they ever have been, we are sure 
of one thing: \N 


There have been ten business depressions since 
A&P was founded in 1859; and, with the rest of the 
country, A&P has come through all ten of them 
stronger and better. We believe we can do it again. 

Our part, as we see it, is to keep on selling more 
food for less money—thus making it possible for more 
people to buy more food—in turn, keeping more food 
producers busy, and making more jobs all around. 


And it works. For today, besides furnishing a steady 
market for many growers and producers, we are employ- 
ing 5,763 more workers in our own company than we did 
in 1929, the most prosperous year this country has known. 


The Great 
ATLANTIC & PACIFIC 
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Only a National Posting Machine 
CAN GIVE YOU THESE RESULTS 


Banks have standardized on 
the National Posting Machine 
because it does more for them 
and for their customers than 
any other method of posting. 


It is the only system which 
prints three original records of 
a deposit or withdrawal at one 
operation ... on the passbook, 
ledger card, and audit strip. 


Two tellers can use one 
machine because it has sep- 
arate totals for each. Seven- 
teen separate totals classify 
each transaction at the time it 
is made and provide a quick 
balance at the end of the day. 


One lock controls all totals and 
the key to that lock is carried 
by an officer of the bank. 


Ledger card, pass- 
book and audit strip 
records are printed at 
one operation in un- 
changeable figures. 


This equipment means as much 
to the small bank as the large. 
One bank uses more than 
seventy-five. Scores of others 
use only one. 


Check your present method of 
posting savings with the result 
which National Posting 
Machines make possible ... for 
you and for your customers. 


A National Posting Machine at the savings 
window is the mark of a modern bank. 


THE NATIONAL CASH REGISTER COMPANY 


DAYTON, OHIO 


When writing to advertisers please mention the American Bankers Association Journal 


January, 1982 


* 300.00 500.00 | A 2522 
| — at 5576 | 


The Condition of Business 


Gains in Domestic Industry Largely Obscured by Worldwide 
Inventories of Commodities Reduced During 


Financial Crisis. 


Past Year. Indications of Price Stability. Secured Loans Liqui- 
dated 50 Per Cent, and All Short-Term Credit by 36 Per Cent. 


WO of the most significant 

trends in business conditions 

during the past year have been 

the reduction in inventories and 
the indications of relative stability in 
prices of important commodities. Such 
progress as has been made by the 
basic American industries in the in- 
evitable readjustment to a lower level 
of prices, wages and other costs has 
been largely obscured by the financial 
disturbances growing out of the cur- 
rency panic and banking failures at 
home, the breakdown of reparations 
payments and abandonment of the 
gold standard by more than a score 
of foreign countries. 

The duration and severity of the 
business depression and its climax in 
worldwide financial crisis have carried 
pessimism to the extreme, caused an 
almost unbelievable loss of confidence 
on the part of investors and re- 
sulted in indiscriminate selling of 
everything bearing the name “secu- 
rity.” Under such conditions, real 
values mean nothing. The same 
people who three years ago believed 
in ever-increasing prosperity with the 
sky as the limit now can see nothing 
but disaster ahead, and talk glibly of 
why this depression is different from 
any that ever occurred before in the 
world’s history. 


Economic Law Revealed 


APPILY, the readjustment of 
business to conform with the con- 
stantly changing conditions takes 
place automatically in accordance with 
definite economic principles and is not 
dependent upon the fickle psychologi- 
cal attitude of the public, which some- 
times runs to extremes. During the 
past year a substantial reduction in 
their inventories on hand through 
holding production below current ship- 
ments has been accomplished by a 
considerable number of industries, in- 
cluding automobiles, tires and tubes, 
petroleum and gasoline, heating and 
plumbing fixtures, cotton goods, ho- 
siery, blister copper and zinc, sulphuric 
acid, methanol, superphosphates and 
acetate of lime, to mention only the 
most important for which monthly 
statistics are available. 
A deficiency of production below 
consumption obviously can continue 


BANK LOANS BORROWINGS INSTALMENT 
SECURED LOANS OTHER LOANS A/C OTHERS FROM ERS. CREDIT 


Short term credit in use, end of 

September, 1929 and 1931, in bil- 

lions of dollars. Light portion 
shows the liquidation 


for only a limited time before produc- 
tion must be speeded up, and in the 
case of many commodities the future 
demand is much more likely to expand 
than to contract because of sheer re- 
placement requirements, which can be 
postponed but are sure to assert them- 
selves sooner or later. 

There is no limit to the potential 
demand for new homes, furnishings, 
apparel, transportation, expenditures 
for education and amusements, public 
works and roads—provided there is a 
reasonable balance between personal 
income and the cost of these goods 
and services. The trouble in 1929- 
30 was caused by an overproduction 
of certain commodities, notably agri- 
cultural products and other raw ma- 
terials, and a consequent fall in prices 
that reduced the purchasing power of 
the producers in terms of the things 
they would ordinarily buy. 

Through the working of economic 
law, despite the attempts at interfer- 
ence or artificial control growing out 
of ignorance or selfishness, this over- 
production is being corrected. At the 
same time, prices of finished goods are 
being brought into line with those of 
raw products through reduction in 
operating costs that will without 
doubt be a striking feature of the 
1931 annual reports to be published 
shortly. 

One of the characteristics of any 
business depression is the paying 
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off of the large body of indebtedness 
incurred during the preceding period 
of prosperity. If the liquidation of 
credit may be taken as a measure of 
the duration of a depression, the end 
of the present slump should not be far 
away. For two and one-quarter years 
there has been a heavy and almost un- 
interrupted decline in the outstanding 
volume of different kinds of indebted- 
ness. In studying this folding up of 
credit, it is essential to consider all 
of the parts of the picture, otherwise 
the secured loans made by “other” 
lenders outside the banking system, 
which at one time amounted to more 
than $6,600,000,000 but are now prac- 
tically entirely extinguished or else 
taken over by the banks, might not be 
taken into account. 


Shrinkage Since 1929 


AKING the figures at the end of 

September, 1929, which marked the 
peak of credit expansion, and those at 
the end of September, 1931, which are 
the latest available for all groups, the 
outstanding totals of the principal 
types of short-term credit were as 
follows: 


Short-term Credit in Use 


(In Millions of Dollars) 
7-—September 30— 
Member banks: 1929 1931 


Secured loans.......... 
Other loans 


$10,314 
15,851 


Total member banks.. $26,165 


Brokers loans a/c others. . $6,640 
Borrowings from F.R.B... 899 
Instalment credit 964 


Total short-term credit $34,668 


During the space of two years, the 
total reduction in all short-term credit 
amounted to $12,624,000,000 or 36 per 
cent. Total reported security loans 
declined from $16,954,000,000 to $8,- 
361,000,000 or by 50 per cent. 

This drastic liquidation is shown 
graphically on the accompanying 
chart. 

Part of the liquidation of secured 
loans has resulted from the borrowers 
paying up for their securities at 
banks and brokers and having them 
transferred to their own names, as 
the marked increase in the number of 
shareholders of record on the books of 
representative corporations will show; 
part represents the extinguishment of 
loans by selling out the securities to 
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those able to buy them for cash; and 
part reflects the lower level of quota- 
tions now prevailing. Non-secured or 
commercial loans have contracted be- 
cause of the slack demand for funds 
caused by the curtailed rate of busi- 
ness activity, lower commodity price 
level, liquidation of inventories and 
accounts receivable. Instalment paper 
outstanding, as compiled by the Na- 
tional Association of Finance Com- 
panies from reports of a large num- 
ber of its members reflects the smaller 
volume of new automobiles purchased 
and the paying off of contracts held. 


Expect Motor Gain 


HERE is not a manufacturer of 
automobiles in any one of the va- 


rious price fields who does not believe 


that the turning point for better con- 
ditions is at hand. This belief has 
been backed with expenditures of mil- 
lions of dollars in building new and 
considerably changed models. Most of 
the changes will be introduced to the 
public at the New York Automobile 
Show this month. 

During the past year, when produc- 
tion of passenger cars and trucks was 
about 30 per cent below 1930, research 
work in the laboratories of the indus- 
try has been carried on, and it is 
believed that the industry will again 
set a new standard of car quality and 
low price. Four companies were able 
to increase their output over that of 
1930, including Auburn, Cadillac, 
Plymouth and Pontiac. Ford ranked 
second to Chevrolet in number of cars 
sold. 

Registration of cars dropped below 
that of the previous year for the first 
time, the decrease being about 500,000 
cars. Of course the people who have 
been forced to give up cars, or have de- 
layed taking out registrations, would 
like to run cars again when they are 
able to do so, and the average age of 
cars on the road is higher than for 
many years. 


Steel Business Quiet 


ECAUSE of the lag in speeding 

up automobile manufacturing the 
steel industry has had little business 
from this important source, and buy- 
ing from its other large consumers, 
the railroads, machinery and imple- 
ment makers and contractors is sub- 
normal. 

Prices of finished steel are unsatis- 
factory to producers, although the In- 
land Steel Company has announced a 
moderate increase in its price lists for 
first quarter delivery. Operating re- 
sults have been helped by the wage re- 
ductions that went into effect October 
1, as well as by the drastic economies 
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and more efficient methods that have 
been adopted. 

Production last year was approxi- 
mately 25,000,000 tons, as compared 
with an average of 48,000,000 tons in 
the four-year period 1927-1930, which 
might be considered normal. Main- 
tenance and replacement of railroad, 
industrial and utility plant and equip- 
ment has been below normal, and it is 
only a matter of time until this de- 
ferred use of steel will have to be made 
up. Because of the basic nature of 
the steel industry, it tends to lag be- 
hind other industries, but when de- 
mand once revives its expansion might 
very likely proceed rapidly. The trade 
feels that the worst has been passed. 


Financing New Building 


UILDING is now paying the pen- 

alty of the loose and costly man- 
ner in which many projects were 
financed a few years ago, resulting in 
numerous receiverships and foreclos- 
ures, a slump in the real estate values 
and loss of confidence in the soundness 
of realty bonds and mortgages. 

Building costs have now been de- 
flated to a marked degree, labor is 
vastly more productive and a great 
deal of public work is being done by 
state and municipal administrations 
as well as by the Federal Government. 
The proposed home mortgage banks 
will assist in the financing of small 
homes and bring credit again into the 
real estate field. 

Just how soon a genuine revival in 
the real estate market may be ex- 
pected is hard to say. Much depends 
on restoration of general business ac- 
tivity and profits. There is as yet no 
sign of a reversal in the trend toward 
curtailment of office space and count- 
less corporations have contracted their 
requirements to only a small fraction 
of that used three years ago. 

High governmental costs and taxes 
have become a heavier burden than 
ever before, due to the decline in the 
commodity price level and in purchas- 
ing power. Some municipalities have 
taken steps to reduce expenses, yet 
others have continued to vote ever-in- 
creasing budgets with what appears 
to be a deliberate and reckless disre- 
gard of taxpayers’ interests or public 
credit. 


Utilities’ Business Holds 


ROSS revenues of the public util- 
ity systems supplying electric, 
natural and manufactured gas and wa- 
ter services have been only slightly be- 
low those of a year ago. In the con- 
sumption by domestic customers there 
was an actual increase, but this was 
offset by lower consumption by large 
commercial and industrial users. 
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Electric refrigerators have now be- 
come one of the really important lines 
of business, and it may be surprising 
to learn that the 1931 production of 
such refrigerators largely exceeded 
that of any previous year. 

Unfortunately for the utility indus- 
try, a number of the systems made up 
with a complicated corporate struc- 
ture of holding companies and operat- 
ing companies were assembled at a 
time when security prices were at their 
peak. While the claim of the utilities 
to being “‘depression-proof” has been 
confirmed in the case of the strong 
companies, a number of organizations 
which controlled weak subsidiaries 
have collapsed financially. Events of 
the past two years have given a needed 
lesson in the dangers of buying up in- 
dependent units for consolidation at 
excessive prices and in having a cap- 
ital structure that was unnecessarily 
complicated and top-heavy with bonds 
and guaranteed stocks bearing heavy 
interest and sinking fund charges. 


Agricultural Problems 


HE aggregate value of all agricul- 

tural crops in 1931 was approxi- 
mately $4,123,000,000, compared with 
$5,819,000,000 in 1930 and $8,088,000,- 
000 in 1929. Prices of farm products 
are now only 68 per cent of the pre- 
war level. 

It is becoming increasingly apparent 
that the disastrous drop in prices, in- 
come and purchasing power of the 
farm population is traceable to three 
principal excesses, to wit: 

(1) An excess of productive capac- 
ity resulting from the large expan- 
sion in acreage in the United States, 
Canada, South America and Australia 
during the war when European pro- 
duction was largely suspended, fol- 
lowed by the re-entrance of Europe 
and Russia since the termination of 
the war. 

(2) An excess of credit used by 
agriculture, resulting in a staggering 
mortgage debt, inflated prices for 
farm land, over-development and accu- 
mulation of surplus stocks of agricul- 
tural products. The vast supply of 
credit granted to the farmers by the 
banks, insurance companies, Federal 
Farm Banks, Joint Stock Land Banks, 
Federal Farm Board and cooperative 
marketing organizations have not 
helped them, but nearly ruined them. 

(3) An excess of “aid” from other 
directions in addition to the over-sup- 
ply of credit. Farmers have been the 
victims of well-meaning but ignorant 
and uneconomic interference with nat- 
ural forces on the part of their count- 
less “friends,” and their exploitation 
by national politicians under the guise 


(Continued on page 480) 
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ot just waiting— 
but “watehful waiting” 


Many bank directors are convinced that time alone can restore the 
lost value of their bond accounts. And so they’ve locked their bonds 
in a “safe’’ place, and adopted a policy of waiting. 

They forget that there is no such place as a “‘safe” place for 
keeping bonds . . . that outside factors can rob them of their value, 
even while they lie in the vault. That time can destroy, as well as 
rebuild value. 

What they need is not just waiting, but “watchful waiting”. A 
staff of trained specialists to watch the account. . . . To protect it 
against further depreciation. . . . To see and grasp opportunities for 


exchanges in the portfolio that will hasten the day of recovery. 


Even as this advertisement is being written, Moody’s Supervisory 
Service is helping in this way to enhance the value of many bond 
accounts—not a few of which the directors thought were beyond our 
ability to aid. This service can do the same for your account—if 


you'll call on it now. 


Our booklet, “Management of the Bank’s Bond Account”’, cover- 
ing the principles and objectives of a safe, liquid, profitable bond 
account, will be sent on request to officers in charge of the bank’s 
investments. Additional copies will be reserved for your directors if 


you wish. 


—= 


MOODY'S INVESTORS SERVICE 
JOHN MOODY, President 
65 BROADWAY NEW YORK CITY 


BRANCH OFFICES IN ALL PRINCIPAL CITIES 
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Would you throw that over again 
to prove it’s a seven? 


The New Noiseless Monroe 


Unbelievably quiet. Speedy. Handy 
in size, and 20 to 25 pounds lighter 
than other calculating machines of 
like capacity. 


7 

j 

MONROF 


HIGH SPEED ADDING-CALCULATOR 
“The Machine for Every Desk. 


OU see it’s a seven. You 

instantly check it’s a 
seven. You know it’s a seven. 
It is proved beyond shadow 
of doubt. 


So it is with the figure work 
of banks calculated on The 
New Noiseless Monroe. You 
have instant “‘Spot-Proof” of 
the accuracy of each step in 
every problem as that step is 
done. And the accuracy of the 
final answer is “Spot-Proved” 
right on the machine. 


Find out what refiguring to 
prove the accuracy of figures 
is costing you. It is a cost that 


Monroe “Spot-Proof” can do 
away with. 


“Spot-Proof” is possible 
because of revolutionary new 
features of The Noiseless 
Monroe: new shadow-ring 
key-board; new accumulator 
dials—negative and positive; 
new half-cent and split dials. 


The pamphlet “‘Spot-Proof” 
will give you further informa- 
tion on this far-reaching, new 
economy in figure production. 
It shows definite problems 
donethe Monroe “Spot-Proof” 
way. Send the coupon today 
for your copy. 


Monroe Calculating Machine Company, Inc., Orange, New Jersey. 
Please send me a copy of “Spot-Proof”. 


Address 


City 
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Experience for Our Loans 


(Continued from page 436) 


All of which constitutes a third 
point that it might be well for bank- 
ers to discuss in their communities 
when plans to make prosperity by fiat 
are dangled before the eyes of the 
people! 


The Approaching Conflict 


ADICAL as are the provisions of 
the decree enumerated in the 
foregoing, the most radical of all ap- 
pears to be a provision which pro- 
hibits the wearing of a uniform of any 
kind excepting in homes. In that part 
of its pronunciamento the Bruening 
government literally threw its hat into 
the ring of the 120,000 Hitlerites! 

The Hitlerites are veterans of the 
World War; they have uniforms, they 
have displayed their powers of mobil- 
ization, and have been suspected of 
having planned soon to take possession 
of the government at one bold stroke. 
Soon after the promulgation of the 
decree, Commander Hitler moved from 
Munich, where the organization head- 
quarters are, up to Berlin and action 
was feared, but he did not stay long. 
Coincident with his departure from 
the city, it was announced that the 
government was contemplating deport- 
ing him as an undesirable alien, for 
he is not a German but an Austrian, 
though he served in the German army 
during the war, and according to com- 
mon report his birthplace is just over 
the German boundary in Austria. That 
act, if it were actually contemplated, 
might have precipitated the long-ex- 
pected trouble, but the ban on uni- 
forms may bear fruit in due season. 
The extent of this irritation may be 
gauged by reflecting on a similar de- 
cree in the United States against 
World War veterans. 

If the Hitlerites gain control of the 
government, would they repudiate for- 
eign debts? At Hitler’s headquarters 
his associates said “‘No,” but would it 
have been good policy to have said 
“Yes”? 

Can Germany pay, and will Ger- 
many pay? Before the beginning of 
the latest inquiry into Germany’s ca- 
pacity to pay, Chancellor Bruening in 
the speech of November 5, quoted 
above, said: 

“For the Reich, the states, and the 
municipalities 1932 will be the worst 
possible year in so far as expenditure 
is concerned. And in 1932 taxation 
will be paid on basis of incomes of 
1931, a year of fearful economic crisis. 
Therefore even without a Reparations 
burden we should be unable to get 


through 1932 without severe and dras- 
tic measures in all domains.” 

Apropos of the work of the experts 
who are making new estimates of 
Germany’s financial and economic sit- 
uation, there is an old story going the 
rounds. On one occasion it is said that 
a party of investigators from abroad 
were about to refresh themselves with 
a German meal when one of them at 
the threshold of the dining room cau- 
tioned his associates. 

“Be careful what you say,” he ad- 
monished his friends. “These waiters 
are probably not waiters at all, but 
army officers or other shrewd fellows 
officially interested in what we are 
talking about.” 

“That’s all right,” rejoined one of 
the party. “They may know what we 
are talking about but I’ll be durned if 
I do!” 

The N. Y. Times recently quoted 


Hitler on the repayment of foreign 
loans—which have made it possible to 
pay reparations—as follows: 

“If France insists that the political 
debt must have priority, then the issue 
becomes one of our ability to pay, not 
of our will to pay. This is a question 
that the rest of the world will have to 
decide. If France presses for pay- 
ment then the German economy will 
go to smash.”*** 

“What would you do regarding the 
short-term loans which fall due in 
March 1932, seeing that Germany still 
relies on foreign capital whether she 
pays reparations or not?” 

“There is nobody anywhere who 
thinks they can be paid in March,” 
Mr. Hitler replied. ‘The money is in- 
vested in business and trade. For- 
eigners lent us capital at interest rates 
that were often as high as ten per 
cent and more. Only by intense pro- 
duction and export was it possible to 
bear this burden. The interests of 
finance and industry were in conflict.” 

***Tf they were withdrawn Ger- 
many would break down. 


Why Publicity About Estates? 


(Continued from page 432) 


office. The result is that the same de- 
gree of privacy is respected with re- 
gard to a will and other documents 
in an estate as with regard to other 
private papers of a living person. In 
fact, the documents are not filed in 
the courthouse or other public places 
but are kept in the notary’s office 
which is safeguarded as to privacy 
the same as any American lawyer’s 
office is. These papers are kept in the 
notary’s office until they are 100 years 
old and then transferred to the gov- 
ernment archives. There are wills 
and other documents of estates in no- 
taries’ offices in Paris dating back to 
the fourteenth century; I have seen 
the papers in connection with one es- 
tate that dated back to 1536 that were 
in a better state of preservation than 
many of the records in our probate 
offices that are only a few decades old 
—this because they were on parch- 
ment. These are all regarded as pri- 
vate records. The Frenchman does not 
understand, much less sympathize 
with, the American and English theory 
that the papers in connection with the 
estate of a dead man are public docu- 
ments. 

There is no thought or sugges- 
tion of limiting the right of access 
or inspection of anybody who has a 
legitimate right to see the papers. 
This would include, of course, the 
heirs, the tax authorities, the officers 


of the court, and the lawyers. It should 
also include the legatees unless their 
legacies are paid when due and the 
creditors unless their claims are paic 
when due. But why should a person 
who does not come within any of these 
classes have a right to see and make 
copies of and publish the contents of 
documents in estates, to the embar- 
rassment of the family, any more than 
he has a right to see the contracts and 
other business documents of living 
persons and going concerns? 


What Purpose Is Served? 


HAT is there in theory that 

make the affairs of a dead man 
public while the affairs of the same 
man, so long as he was alive, private? 
What good purpose, in theory or in 
practice, is served by giving publicity 
by word of mouth or by. print to estate 
matters to the embarrassment of the 
memters of the family at any time and 
especially at a time when they are sen- 
sitive and wounded? In making these 
queries, I am fully aware that I am 
going counter to what sometimes 
seems to be the theory that a dead 
man’s affairs are everybody’s business ; 
but, just the same, we may with great 
profit to ourselves study the French 
theory and practice under which the 
affairs of the dead, no less than those 
of the living, are private matters. 
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Eligible for Secondary Reserve 


(Continued from page 449) 


is positive that the principal of the 
bond will be promptly paid in cash at 
maturity. Since the secondary re- 
serve is designed to meet the fluctuat- 
ing fund demands during a cycle of a 
current year, it is obvious that all 
bond issues, selected for the reserve 
which do not meet the specification of 
marketability with price stability, 
must mature within the current year, 
and better still, shortly before the sea- 
sonal demand for funds takes place. 

During the past year, about the 
only broad groups of bonds which met 
the specifications of marketability 
with price stability were United 
States Government obligations and 
some high grade state government 
and municipals. Because of this situ- 
ation, United States Government se- 
curities have become highly popular 
for the secondary reserve accounts of 
banks. An additional advantage is 
that they are eligible for borrowings 
at a Federal Reserve bank in case of 
an emergency. 

Regardless of bond market condi- 
tions, the bonds, or securities, eligible 
for the secondary reserve must either 
meet the specification of marketability 
with price stability or must have an 
unquestioned safety factor and mature 
before the seasonal time period when 
the funds are needed for the replen- 
ishment of the primary reserve. 


Low Average Income 


T is obvious, that because of the 

nature of the items required to 
meet the eligibility specifications for 
the secondary reserve, the average 
rate of income on the portfolio will be 
comparatively low. Its prime object 
is not for high earnings, but for in- 
suring the strength of the financial 
position of the bank. 

Since the object of the investment 
account is different from that of the 
secondary reserve account, the speci- 
fications for items eligible for this ac- 
count must take into consideration 
this difference in the objective. Since 
it should not be necessary to sell any 
issue in the investment account prior 
to maturity, the factor of marketabil- 
ity with price stability need not be 
stressed as greatly as for the secon- 
dary reserve account. However, the 
factor of safety must also be main- 
tained on an exceptionally high level, 
for no other factor can replace the 
safety factor. If the safety factor is 
weak, it may become necessary to sell 
the bond prior to maturity and take a 
market loss thereon. 


After the amount of dollars avail- 
able for re-investment into the invest- 
ment account has been determined, by 
uniting the dollars so available from 
time deposits, demand deposits, public 
fund deposits and invested capital 
funds, the next step is to plan a bond 
and security diversification program. 


Uncertain Long-Time Factors 


FTER all, a bond is merely a form 
of loan, and hence the bond port- 
folio must comply to the rules of loan 
diversification, or spread of risk. Di- 
versification plans cannot be set on 
a long-time basis for economic factors 
which influence types of securities, in- 
dustrial, geographical and manage- 
ment diversifications are constantly 
changing. One group may be strong 
today and exceptionally weak six 
months later. This has been recently 
evidenced by the abrupt downward 
tendencies of such past favorites as 
rails, great weakness in foreigns, and 
weakness in many industrials; on 
many issues in these categories which, 
in the not far distant past, enjoyed a 
high rating. One must be fully aware 
of the economic and financial factors 
which influence diversified groups. 
The knowledge must be sufficient so 
that one can take advantage of these 
factors rather than fear them. It is 
quite probable that history will re- 
peat itself and that such bankers who 
thoroughly understand the factors 
which influence the current bond 
market situation and take advantage 
thereof, will eventually realize a large 
profit on their investment account. 
Those who are not thoroughly fa- 
miliar with these factors should pro- 
ceed in accordance with a most ultra- 
conservative policy, during periods of 
downward, or unstabilized bond mar- 
ket and general economic and financial 
conditions. 

The diversification groupings are 
made in accordance with present and 
probable future favorable economic 
and financial factors. 

The next step deals with the selec- 
tion of specific securities for each 
group. The determination of the 
safety factor of each specific issue 
comes first. This must check up as 
decidedly high, otherwise the issue 
will not be eligible, regardless of de- 
sirability from the point of view of 
the marketability and maturity factor. 

If the issue passes the test of 
safety, then the marketability factor 
is to be considered. The marketabil- 
ity factor of the investment account 
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aggregate need not be as high as that 
of the secondary reserve bonds, but it 
must be sufficiently high to meet pos- 
sible emergency situations. It is cer- 
tain that no securities should be pur- 
chased whose marketability rating is 
less than “good,” and an appreciable 
percentage should have ratings of 
“active” and “broad.” 


Balanced Diversification 


HE third specification factor is 

maturity. Diversification must be 
well balanced, in the aggregate as to 
types, marketability and maturity. A 
much quoted rule is: “Purchase long 
maturities during periods of rising 
bond prices, and short maturities dur- 
ing periods of declining bond prices.” 
The logic of this is undoubtedly sound, 
but one must assume the role of a 
prophet to comply with it, also many 
other factors enter into the situation, 
as far as the investment account of a 
bank is concerned. The marketabil- 
ity with price stability can be better 
controlled with short maturities; the 
long-time risk of some types of bor- 
rowers is far greater than the short- 
time risk. It appears to be the con- 
sensus of opinion that, under present 
economic, financial and bond market 
conditions, a large percentage of the 
bonds in the investment account 
should be of short maturities, that is, 
five years or less. A good maturity 
situation is encountered where the 
maturing bond requirements of the 
secondary reserve replenished 
through transfers of such bonds from 
the investment account, that is, the 
investment account maturities are so 
staggered that an amount mature 
each year at least sufficient to re- 
plenish the redeemed bonds in the sec- 
ondary reserve. 

After a proper plan has been de- 
veloped and the proper securities se- 
lected to conform with the plan, the 
most essential function in the manage- 
ment of the investment account and of 
the secondary reserve account is the 
continuous supervision of the items in 
these portfolios and a constant study 
of the trend of the factors which af- 
fect the diversification program. Such 
supervision is for the purpose not only 
of safeguarding against loss in prin- 
cipal, but also in order to take advan- 
tage of possible sales at a profit, or 
profitable exchanges. The account 
should be dynamic in place of static, 
as is now the case in many banks. 

In order that the bank can ascer- 
tain quite readily the dollar volume 
and items in the secondary reserve 
and in the investment account, a mem- 
orandum control account should be set 
up on each, which will give the de- 
sired information. 
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Europe’s Runaway 
Riches Seek Sanctuary 


(Continued from page 434) 


timate of $1,250,000,000 for the whole | 


period between the currency stabili- 
zation of 1923 and August, 1930. 

The extent of German Capital- 
Flight has been exaggerated. But the 
evil consequences could hardly be ex- 
aggerated. It is not only the unpaid 
foreign creditor that loses. The loss 
falls first of all upon Germany. Capi- 
tal-Flight reduces her tax-yield and 
makes for budget instability. It 
withdraws financial resources which 
are badly needed by industry and 
trade. By depleting the home capital 
market it fosters short-term borrow- 
ing from abroad, and it was therefore 


partly responsible for the 1931 crisis. | 


It aggravates the passivity of the bal- 
ance of foreign payments, which is al- 
ready considerable in consequence of 
political and commercial indebtedness 
to abroad. 


It’s Another Tribute 


URTHER there is a direct loss on 
the account between Germany and 


the countries to which Germany’s cap- | 
On money deposited in | 


ital goes. 
Swiss banks Germany gets about 1 


per cent interest; deposits on call get | 


no interest at all. But simultaneously 
Switzerland, whose plethora of capital 
is largely a result of the influx of 
German funds, draws 10 per cent in- 
terest from her mortgage credits to 
Germany. The holding-companies pay 
no dividends to Germany; and indeed 
most of the “legitimate” German in- 


dustrial foundations abroad pay no di- | 


vidends. The consequence is that the 
German non-political tribute to abroad 
is unreasonably high, and constitutes 
a drain upon the Reichsbank’s reserves 
and a threat to the stability of the 
mark. 

The German Government has done 
everything possible to prevent Capital- 
Flight. Punishment of up to ten 
years’ penitentiary may be imposed 
for breach of the foreign-exchange 
regulations. By an emergency decree 
of last summer all Germans interested 
in holding companies abroad are 
obliged to make returns to the Reichs- 
bank. A later emergency decree of 
December, 1931, imposes a ‘Reich 
Flight Tax.” Rich persons who fled 
from Germany in 1931 or who flee be- 
fore the end of 1933, must pay a “non- 
recurring extraordinary tax” of one- 
quarter of their total wealth. If they 
evade payment they will be summarily 
arrested on their return to Germany, 
fined an unlimited amount, and sent 
for a term to jail. 


AMERICAN BANKERS ASSOCIATION JOURNAL 


A Al] 


SAFETY BOND 


Of course, the first reason for a check paper is its use as a bank check. To qualify, it 
must have safety features to guard against criminal alteration. It must also be a 
tough, flexible paper with an easy writing surface, and it should afford clear legibil- 
ity. The texture or color of the paper must not reduce the clarity of the check im- 
print nor its written execution. 

Gilbert Safety Bond succeeds in maintaining these characteristics to the very full- 
est extent of their usefulness. Its strength and writing surface are natural superior 
qualities because Gilbert Safety Bond is a rag content bond, containing the essential 
properties demanded of this kind of paper. 

One safety feature is achieved through a chemical treatment of pulp during the 
manufacture of the paper but does not reduce its value from the standpoint of leg- 
ibility. The other is accomplished by its plain one tone color which can be imprinted 
with an all-over pattern common to the earlier ideas of bank check paper. It affor? 
extreme contrast to lithographic or printed imprints. 

This maintenance of all the characteristics a good safety paper should have is the 


reason Gilbert Safety Bond is the “All Purpose Check Paper.” 


GILBERT SAFETY 


\ BEETER PAE Ixy, 


4S 
ERS 


Made by GILBERT PAPER CO., Menasha, Wis. 
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EIGHT DECADES 
OF EXPANSION 


1852-1932 


_— the first Associated proper- 


ties began operating 80 years ago, 


there have been a dozen depres- 


But there is no illusion that Capi- 
tal-Flight can be altogether  pre- 
vented by such measures. In vain 
during the great inflation of 1919-23 
similar measures were tried. Im- 
prisonment and confiscation were 
threatened, the secrecy of the mails 
was suspended, and travelers were 
bodily searched. Yet the McKenna 
Committee held that such measures 
must fail. Capital-Flight could only 
be prevented by removing its causes, 
that is by restoring financial and poli- 
tical confidence. That was also the 


sions, including those of 1857, 
1883, 1893, 1907 and 1921. Yet, 
so vigorous has been the growth of 
the gas and electric industries and 
so steady the demand for their serv- 
ices that each dull period has been 
followed by progress unmatched 
before. 

Progress in the Associated Sys- 
tem has been especially rapid since 
1920. In these years the number of 
customers increased from 682,469 
to 1,442,106; gross earnings from 
$51,164,774 to $111,180,063, and 
number of security holders from 
121 to 231,055. 


New York 


experience of France, which had to 
face the same problem prior to the 
stabilization of her currency in 1926. 

In all countries Capital-Flight is a 
consequence of unsatisfactory politics 
or unsatisfactory finance. In Ger- 
many it is the consequence of both. It 
will cease only when the Reich budget 
is balanced, when the mark is set 
above all danger of depreciation, and 
when the semi-revolutionary struggle 
between Hitlerites and Communists is 
replaced by normal political opposi- 
tion. 


Doctors and Trust 
Officers 


(Continued from page 438) 


onism that can pass readily into bit- 
terness is apt to develop. In such a 
case, the doctor and the trust officer 
must yield, of course, each to the exi- 
gencies of the patient’s case, but how 
much better it is for the patient and 
for the two men in their work when 
both approach the situation with mu- 
tual respect and understanding. 
Again the trust officer turns to the 
physician in the matter of the care of 
minor children. Of course, trust com- 
panies and banks do not have the care 
and custody of the children of their 
trustors, but they do have contact with 
the business side of such care and 
custody, and a very real interest that 
those children receive the very best 
that the funds available can provide. 


When Doctors Misunderstand 


NLY recently in my own experi- 

ence I had a visit from a physi- 
cian who described a condition as to 
one of our wards that was discourag- 
ing. The very natural thing for me to 
say was, “Well, doctor, what are we 
to do?” And then there was outlined 
what appeared to me as a most ex- 
pensive course of treatment. Natur- 
ally I took an interest in the child, 
but I was interested, too, that in the 
event we were able to bring him over 
this present physical difficulty there 
be enough of his estate remaining to 
meet subsequent developments and, if 
possible, educate the ward. Further 
investigation brought out the fact that 
the child had, independently of the 
trust company, been represented to the 
doctor as having large means, and in 
all fairness to the doctor I feel sure 
that the course he was recommending 
was based not on any idea of self-en- 
richment, but on what would be nice if 
it could be afforded. As it develops 
that there are much more limited 
means than were at first represented, 
it is probable that the doctor will in 
all sincerity recommend a somewhat 
less elaborate course of treatment that 
will at least approximate the results 
first expected to be obtained. 

In cases like this the trust officer 
has an ally of the truest sort when he 
frankly discusses the ward and the 
estate with the doctor. With the fine 
capabilities of the doctor enlisted, 
ways and means of doing almost the 
impossible appear to be produced as if 
by magic, and the ward is benefited 
and the expense is well within bounds. 

One of our beneficiaries was taken 
desperately ill with a very rare dis- 
ease. The doctors at first were puz- 
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zled to ascertain what the trouble was, 
and then, the diagnosis determined, 
the effort at saving the patient began. 
Expensive nursing could have been de- 
manded and the estate at a great sac- 
rifice could have provided it, but 
through the sympathetic cooperation 
of the family doctor who handled the 
case most successfully means were 
found to provide practical nursing, 
and the inclination to remove the pa- 
tient promptly to a hospital was over- 
come. Now,, as the young girl re- 
cuperates the trust officer most grate- 
fully gives acclaim to the doctor not 
only for his medical skill and ability, 
but for his manly appreciation of the 
financial side of the problem the ill- 
ness presented. 

The trust officer has in the family 
physician one of his best aids in estate 
administration. It may not be amiss 
that we let the doctors know how 
much we respect them, and how eager- 
ly we anticipate their cooperation 
when the needs of our beneficiaries 
bring our paths together. 


Prospects of the Gold 


Standard in Europe 
(Continued from page 440) 


level. Before Great Britain returns, 
it is almost inconceivable that Aus- 
tralia and New Zealand will do so, 
while Indian opinion is more occupied 
at the moment in keeping the gold 
value of the rupee down than in at- 
tempting to manage an independent 
gold standard for herself. 

Moreover, the prospects of the gold 
standard are threatened from two 
other directions. The European situ- 
ation differs radically from the 
American in that, in Europe, the sci- 
entific propaganda in favor of keep- 
ing the price level steady and of al- 
lowing the exchanges to look after 
themselves has gained a great deal of 
adherence. So long as the outlook for 
gold remains as uncertain as it un- 
doubtedly is at the present moment, 
such scientific ideas fit in with the 


perfectly natural desire to do nothing ° 


at all until the situation clears up; 
and if the managers of our central 
banks are successful in preventing 
the adoption of credit policies which 
would drive prices up, the fact that 
prices have been successfully man- 
aged will be a tremendous argument 
in favor of continuing the paper sys- 
tem indefinitely. 


British Public Opinion 


OREOVER, so far as _ public 
opinion in Great Britain is con- 
cerned, there are two other points to 
be borne in mind. Rightly or wrong- 


STRONGER 
THAN STEEL 


Artihough it is merely a “scrap 


of paper”, yet an F & D Bankers 
Blanket Bond is stronger than 
steel as a means of protecting 
your own and your clients’ funds 
against the attacks of criminals 
and the dishonesty of employees. 
Providing in one form protection 
against practically all of the haz- 
ards to which banks are exposed, 


A mere “scrap of paper” 


backed by one of the oldest and 
strongest surety companies in the 
country, and serviced by a large 
and experienced field force, F & D 
Bankers Blanket Bonds represent 
an investmentin security that yields 
big returns in peace of mind. Rates 
and full information concerning 
Bankers Blanket Bonds will be 


gladly furnished upon request. 
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ly, the public is convinced that in re- 
cent months this country has been 
“let down,” that is, that France and 
the United States have worked the 
gold standard in such a manner that 
a breakdown was inevitable. I do not 
share this view which, nevertheless, 
is one of the most popular arguments 
against a return to gold, unless as- 
surances are received that, by cooper- 
ative action, a repetition of the pres- 
ent breakdown will be prevented. 

In the second place, there is a vigor- 
ous movement on foot to create an Im- 
perial Currency League. It is be- 


Fidelity and Surety Bonds 
Burglary and Plate Glass Insurance 


lieved that if, by means of a unified 
central bank, the currency and credit 
policy of the Empire could be man- 
aged from a common center, there 
would be no need to return to’gold at 
all. It is believed that the wealth and 
population concentrated within the 
Empire is sufficiently great to insure 
that, in the future, the paper standard 
would be given a standing’ in the world 
it has never previously possessed so 
that, in the course of time, other coun- 
tries—what is primarily in mind is, of 
course, the Scandinavian group— 
would join this currency league, so 
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Audit the Past and 
Budget the Future 


More and more, the dividends of success de- 
pend on reliable facts and figures. 


To know the true financial position of a busi- 
ness and, in their true proportion, the elements 
entering into its operating results, calls for an 
adequate independent audit embodying proper 
analysis of income and expenditures. This is 
fundamental. 


Planning, or budgeting, is effective only to 
the extent that management has available the 
basic data for the purpose. The analysis of 
facts incident to budgeting, and the frequent 
comparison of actual operating results with the 
budget, point out the deficiencies in organiza- 
tion and waste in operations and expenditures. 
Such analyses and comparisons are chart and 
compass to progress and success. 


“BUDGET CONTROL, What It Does and How to 
Do It,’’ a 40-page booklet issued by Ernst & Ernst, 
will be mailed by nearest office on request. 


ERNST & ERNST 
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WINSTON-SALEM 


that a new, independent world cur- 
rency under British leadership would 
have been created. 


Future Uncertainties 


LL these new ideas are necessarily 
very vague and, if a favorabie 

turn were to occur in the international 
political and economic spheres, would 
probably be speedily forgotten. But, 
apart from the fact that there is this 
solid fact to be reckoned with that the 
departure from gold has already led to 
a marked revival in certain British 


industries, especially cotton, the inter- 
national and political outlook is far 
from reassuring. 

In 1932 a whole series of problems 
come up for solution, the expiry of the 
standstill agreement, the disarmament 
conference, the expiry of the Hoover 
moratorium and, therefore, the re- 
opening of the reparations and inter- 
allied debt questions. Opinion in 
Great Britain is inclined to be pessi- 
mistie about all these issues, but until 
they are settled, and settled satisfac- 
torily, Great Britain’s return to gold 
is delayed. 
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Consequently, although Prime Min- 
ister Macdonald has announced the 
intention of Great Britain returning 
to gold, this is not to be expected in 
the immediate future or, in view of 
the difficulties which would confront 
the export industries, at the old parity 
with the dollar (£1 = $4.8666). It is 
true that, if gold prices rose sharply, 
a return at the old rate might be pos- 
sible; but, if world prices rose sharply, 
most of our other troubles would also 
disappear. It is not likely, however, 
that they will so rise in the near fu- 
ture and, consequently, an early re- 
turn to gold is not to be expected. 


Effect of Low Prices on 
Rural Credit 


(Continued from page 448) 


rially, as in the past year, country 
banks would rediscount more paper 
with the Federal reserve banks and 
with their correspondents. Such a de- 
velopment, however, has not taken 
place. Borrowings of member banks 
of the Federal Reserve System, out- 
side of leading cities, located in agri- 
cultural districts were at a lower level 
in 1931 than in 1930. The year 1930, 
in turn, was at a lower level than in 
1929. Failure to utilize the supply of 


Consolidated Statement Showing Loans 

from the $45,000,000 and the $2,000,009 

Appropriations for Loans for Feed, Seed, 

and Fertilizer, and from the $10,000,000 
Fund for Rehabilitation 


Number Amount 
State of Loans Approved 
Alabama 19,765 $2,702,391 
Arkansas 
Delaware 


Minnesota 
Mississippi 
Missouri 
Montana 

New Mexico 
North Carolina .. 
North Dakota 
Ohio 
Oklahoma 
Oregon 
Pennsylvania 
South Carolina 
South Dakota 
Tennessee 


2,347,906 

Washington 485,790 
West Virginia 535,475 
70,985 


384,856 $46,250,150 
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Georgia ........... 17,623 2,531,215 
| Hie Illinois ........... 2,183 283,118 
it Indiana ........... 6,038 802,710 
i —_ Kansas ........... 1,135 145,776 
Hie Kentucky .......... 33,287 2,585,708 
Louisiana ......... 25,600 3,225,002 
Maryland ......... 523 109,287 
— == | Michigan ......... 1,128 169,000 
.. 81,607 3,493,602 
.. 18,116 2,301,822 
.. 8,114 2,080,704 
.. 2,478 336,020 
.. 17,250 2,202,660 
‘ .. 8,804 1,598,063 
1,476 219,348 
.. 18,869 1,621,854 
4 3,225 
248 47,148 
.. 8,113 978,788 
.. 1,822 403,767 
; .. 24,071 2,350,138 
Texas ..........-- 29,557 3,084,885 
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loanable funds in the larger cities 
through inter-bank borrowing is due 
to the unwillingness of the smaller 
banks to show the item of borrowed 
funds upon their published financial 
statements. Many country bankers, 
in other words, hesitate to follow a 
policy that might be interpreted by 
their depositors as an indication of a 
less-liquid position. Another factor 
influencing the smaller volume of in- 
ter-bank borrowing is that many of 
the city banks formerly seeking this 


OF 
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type of business have been unwilling 
to grant accommodation to their coun- 
try correspondents during the past 
year. The suspension of certain city 
banks, which had maintained corre- 
spondent relationships with country 
banks, likewise curtailed the ability 
of country banks in obtaining the 
usual volume of seasonal accommoda- 
tion. 


Forced Sales of Farms 


ITH the volume of current in- 

come scarcely sufficient to repay 
short-term advances, farmers have 
been experiencing increased difficulty 
in meeting fixed charges such as taxes 
and interest installments on _ real 
estate loans. The annual survey of 
forced sales of farm real estate con- 
ducted March 15, 1931, by the Bureau 
of Agricultural Economics, United 
States Department of Agriculture, 
shows an increase of about 25 per 
cent in the volume of such forced 
sales. As a result of tax delinquen- 
cies, 7.4 farms per 1000 changed 
hands in the year ending March 15, 
1931, compared with. 5.1 farms in the 
preceding year. Mortgage foreclos- 
ures, bankruptcies and other forced 
sales accounted for transfers averag- 
ing 18.7 farms per 1000, compared 
with 15.7 farms in the year ending 
March 15; 1930. Total forced sales, as 
a result of the above factors, aver- 
aged 26.1 farms per 1000, compared 
with 20.8 farms in the previous year. 
Since March 15, 1931, delinquencies 
on interest payments and taxes have 
continued at a high level. Reports of 
the Federal Farm Loan Board show 
a material increase in delinquent in- 


terest installments as well as an in- | 


crease in holdings of foreclosed land. 
Life insurance companies who are also 
large investors in farm mortgage 
loans have experienced an increased 
ratio of delinquent payments. 

While credit conditions in agricul- 
tural areas are far from satisfactory, 
they are probably less serious than 
they were in the deflation period fol- 
lowing 1920. At the present time 
borrowings from correspondents and 
Federal Reserve banks are even less 
than usual and banks are also carry- 


A Service 


Trust Compan 
Executors 


A 
terest to 
of In Ban 


Administrator? 


mericaD Lawye™ 
ks and other 


fee pamphlet, outlining the services rendered by 


our English Trust subsidiary—the Guaranty 


Executor & Trustee Co., Ltd., London—will be sent 


to fiduciaries and lawyers on request. 


We invite trust companies, banks, lawyers and 


other executors and administrators to avail them- 


selves of the facilities of our British trust subsidiary, 


for the prompt and efficient administration of English 


assets in estates which they are handling. Further 


information will be supplied on request. 


Guaranty Trust Company of New York 


Fifth Ave. at 44th St. 


LONDON PARIS BRUSSELS 


140 Broadway Madison Ave. at 60th St. 


LIVERPOOL HAVRE ANTWERP 


Capitat, SurpLus AND UNpivivep Prorits THAN $295,000,000 


ing a much larger secondary reserve 
of securities and readily-liquidated 
short-term paper. 

The average individual farmer, like- 
wise, has relatively smaller short-term 
obligations than was the case in the 
earlier period. The size of this obli- 
gation in relation to current income is 
probably also more favorable, rela- 
tively, than in 1921. 

With the rigid economy that has 


been practiced in connection with pro- 
duction costs, an increase in gross in- 
come would result in a material gain in 
net earnings for the farmer. The in- 
fluence of low farm commodity prices 
upon deposits in country banks has 
already been commented’ upon. With 
the situation reversed, rising farm 
prices would materially increase the 
liquidity of country banks and in- 
crease their earning assets. 
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DETERRENT 
PROTECTION 


Banditry— 


AT YOUR BANK ... 


Is Banditry the Giant Bogey that in 
1931 attacked 27 out of every 1000 in- 
stitutions? 


Or is he the Impotent Dwarf repre- 
sented by only two successful at- 
tempts against more than 1000 insti- 
tutions guarded by modern harmless 


FEDERAL 
GAS 


Bandit Protection 


This immunity from bandit attack 
—this priceless security for employees 
and patrons which every banker wants 
—can best be secured by an immediate 
installation of Federal Gas Fog. At 
the same time you will save TWEN- 
TY-FIVE PER CENT on hold-up in- 


surance premiums! 


Learn more about it in a remarkable 
booklet “Protection Against Banditry 
and Crime”—it’s free. 


MAIL THE COUPON 


Federal Laboratories, Inc. 
185 Forty-First St., Pittsburgh, Pa. 


(Representatives in all principal cities.) 


Gentlemen: Without obligation to us, you may 
please send us details about Federal Bandit 
Protection for banks. 
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Condition of Business 
(Continued from page 470) 


of remedial legislation 
short of a calamity. 

What the farmers need is to be let 
alone and given a chance to recover. 
The abnormally large cotton crop last 
year was a freak of nature, while the 
crops of wheat, corn and other grains 
were about average or even below, 
and a substantial reduction in acreage 
this year is assured. Future produc- 
tion must be allowed to adjust itself in 
accordance with prevailing prices. 
This includes eggs, milk and poultry, 
the prices of which have declined by 
more than one-third since 1929, re- 
flecting overproduction. 

A great deal of live stock has been 
thrown upon the market because of 
the inability of farmers to meet fixed 
charges and expenses out of the re- 
duced income from crops, and live 
stock prices have suffered an irregu- 
lar decline. It is recommended by the 
United States Department of Agricul- 
ture that light weight live stock be 
held if possible, because of the abun- 
dance and cheapness of feed, other- 
wise a shortage is likely to develop 
within two or three years, causing 
high prices, from which the farmers 
will not be in a position to benefit. 


Working Out of Bank Crisis 


HEREAS the year 1931 brought 

a major crisis to the banking 
system, which was faced with a level 
of interest rates held abnormally low 
by artificial means, losses from the 
numerous commercial failures, a flight 
of deposits and withdrawals of cur- 
rency and an unprecedented decline in 
the market prices of their investment 
holdings, the year 1932 will doubtless 
witness the restoration of some banks 
to their former position of strength 
and soundness. Highly rated bonds 
are selling at prices that are due for 
marked recovery, the only alternative 
being widespread insolvency of the 
country’s corporations, the mere sug- 
gestion of which is assured to anyone 
who has taken the trouble to study 
their financial condition as shown by 
published balance sheets and income 
statements. 

Bank earnings should be higher in 
1932 than in 1931 because of firmer 
interest rates and larger yields on in- 
vestments, and the income from loans 
would be materially increased if there 
is a resumption of demand for com- 
mercial and secured accommodation. 

The banking troubles during the 
past two years have weeded out many 
banks and at the same time have en- 
hanced the standing of the conserva- 
tively managed institutions. 


is nothing 


Watching the Retailer 


NE of the most encouraging fea- 

tures of the disordered and per- 
plexing business situation is the record 
that has been made by retail trade in 
the past year. Although handicapped 
by a continually diminishing purchas- 
ing power on the part of the public, 
practically every important merchan- 
dising company has rapidly passed on 
the lowering level of prices to con- 
sumers, and by means of intensive and 
exceptional sales effort has succeeded 
in moving a physical quantity of goods 
only moderately below that of one or 
two years previous. Of course this 
is an aid to all business, in that a per- 
son whose income has been cut is able 
to purchase approximately the same 
amount of merchandise as_ before, 
which means sustained employment to 
the workers in all of the supply in- 
dustries. 

According to reports submitted to 
the Federal Reserve Bank of New 
York by a large number of depart- 
ment stores in the second district, 
their dollar sales in 1931 were ap- 
proximately 8 per cent below that of 
1930, but the physical volume of goods 
was practically the same. It may be 
that the department store group is not 
entirely typical of retail trade in gen- 
eral, in that the large stores have been 
able to buy and sell to better advan- 
tage than the small independent re- 
tailer, although there is no proof that 
this has been the case. During a pe- 
riod of rapidly changing conditions, 
the moderate-sized concern has a defi- 
nite advantage over the large corpora- 
tion in that its methods are more 
flexible. New ideas, economies, wage 
adjustments, etc., can be adopted 
without cutting “red tape’ and the 
head of the concern is closer to the 
workers and the customers than in the 
case of the corporations capitalized at 
a million dollars and upwards. The 
small organization is free from the 
fixed overhead expense of the nation- 
wide distributors, and was not asked 
to join in the campaign of the big bus- 
iness executives in keeping up pay- 
rolls and other expenditures in the 
futile attempt to thereby bring back 
prosperity. 

Value of merchandise stocks held by 
the stores reporting to the New York 
Federal Reserve Bank were substan- 
tially below those at the correspond- 
ing period of a year ago, except in the 
case of drugs. Ratio of collections to 
accounts receivable outstandiing, how- 
ever, was slightly higher than a year 
ago. 
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Silver’s Threat to Itself 


(Continued from page 446) 


of a disinterested, international body 
of experts it is the silver men who 
must take the initiative for safeguard- 
ing silver against further decline. On 
the other hand the importance of such 
an undertaking is great enough for 
the world as a whole to call for sym- 
pathetic cooperation on the part of 
all national governments. 


Cash Burdened Corpo- 
rations 
(Continued from page 466) 


But when, over a period of years, a 
corporation acquires cash and the 
equivalent through the investment 
market in an amount sufficient, at 
times more than sufficient, to meet its 
peak working capital needs in pref- 
erence to bank borrowing, as many 
American corporations have done, the 
practice becomes both uneconomical 
and indefensible. If a corporation 
with a large surplus and excess cash 
cannot use the latter profitably in its 
own business, it should pay it out in 
dividends to its stockholders rather 
than maintain unduly large bank bal- 
ances or go into the investment busi- 
ness. 


Effect on Banks 


HE existing corporate policy of 

holding excess cash and invest- 
ment balances has been injurious to the 
banks in two ways. In the first place, 
as noted earlier, it has resulted in a 
decreasing demand for commercial ac- 
commodation on the part of the cor- 
porations concerned, thus eliminating 
some of the banks’ best self-liquidat- 
ing loans. In the second place, the 
maintenance of large deposit balances 
by these same corporations has forced 
the banks to divert depositors’ funds 
into non-liquid, investment channels in 
order to operate at a profit. 

Looking to the future, as business 
revives the banks will again be con- 
fronted with the problem of lending 
and investing their depositors’ funds, 
and, if future difficulties are to be 
avoided, it is particularly important 
that the banks of the country should 
keep themselves in a liquid condition. 
If the corporations, by a return to the 
more efficient and economical method 
of financing their working capital 
needs by bank loans, can benefit them- 
selves and their stockholders, and, at 
the same time, assist the banks to 
maintain more liquid loan portfolios, 
it would seem highly desirable for 


AMERICAN BANKERS ASSOCIATION JOURNAL 


Meeting 
Today’s Need 


for Conservatism 


Rock-bound conservatism is the order of the day. It is apparent 
everywhere in banking and business circles. In the field of invest- 
ment, it is exemplified by the manifold provisions which safe- 
guard the soundness of 


INDEPENDENCE 
TRUST SHARES 


representing Trust Certificates of proportionate interest in the 
common stocks of 50 banks, utilities, insurance and industrial 
companies. 


The Trust Agreement contains distinct improvements over the 
earlier forms of fixed investment trusts. It anticipates every 
contingency that might even remotely arise to adversely affect 
either safety of principal or continued income. 


For example. the elimination clause provides for the prompt 
disposal of any stock whenever its value as a long-term invest- 
ment is impaired; and no substitution is permitted. 


All assets of the Trust Fund are treated as trust property. Semi- 
annual distributions may be re-invested in additional Trust 
Shares, or used to meet current needs, at the investor's option. 
There is no penalty for redemption or conversion, and no reserve 
fund is maintained—permitting maximum investment in the 
underlying stocks. 


The Pennsylvania Company for Insurances on Lives and Granting 
Annuities, of Philadelphia—one of America’s strongest financial 
institutions—is the Trustee. Permanency of this trusteeship 
is assured by adequate provisions. 


Circular upon request 


Independence Shares Corporation, 1608 Walnut St., Phila., Pa. 


them to follow this course. The ques- 
tion at least deserves the serious con- 
sideration of corporate directors. 


Bond Charge-Offs 


HE Clearing House banks of New 

York City agreed to follow a uni- 
form procedure in writing down bond 
portfolios at the end of the year. In 
general they conformed to the rulings 
on depreciation laid down several 
months ago by the Comptroller of the 
Currency, John W. Pole and charged 


off nothing on bonds of the Federal 
Government, states, counties, cities or 
other bonds usually given the best 
ratings. In case an issue has de- 
faulted the entire amount of deprecia- 
tion must be charged off; and on all 
other bonds not falling in either of 
these groups the rule is to charge off 
25 per cent of the depreciation. This 
action was based on the theory that no 
good reason existed for compelling 
banks to state the value of their bond 
portfolios in terms of a demoralized 
market. 
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no burglar 
alarm 7? 


News columns indicate that Jimmy Valentine 
is pulling bigger and better bank jobs these 
days ... But only on unprotected banks! 
Jimmy knows an alarm housing when he sees 
one—and when it’s a BANKERS he knows 
it's no use trying to tamper with it...he 
stays clear. The United States Treasury and 
eighteen Federal Reserve Banks chose the 
Bankers Electric Vault Alarms because of 
their solid dependability...Never has a 
vault so protected been burglarized! 


A BANKERS alarm will wake the whole 
neighborhood the instant an attempt is 
made to enter a vault or on the first com- 
mand, “Hands up.” An interesting booklet, 
describing this remarkable alarm, gladly 
sent on request...no obligation whatever. 


@ OUR SERVICE: 
We install and maintain bank protection systems 
in any town in the U.S.A. through 117 A. D.T. offices. 


This is the new 


: B A N K € flush type housing 


PROTECTIVE ASSOCIATION 


60 STATE STREET - BOSTON - MASS. 


—___One_ of the controlled companies of 


Is Wage Maintenance a Fallacy? 
(Continued from page 430) 


work. Reduced consumption, in turn, 
inevitably leads to reduced production 
because producers everywhere try to 
adjust their schedules to the quan- 
tities of things they think consumers 
want and will pay for. And reduced 
production necessarily means that 
there will be fewer things to be di- 
vided among the various members of 
society. It is impossible to see how 
our standard of living can be main- 


tained when there is less to eat, less 
to wear, less to live in and fewer 
luxuries to enjoy. 

There is something here for em- 
ployers of labor to think about. In 
spite of industry’s good intentions 
toward labor, the general policy of 
wage maintenance does positive harm 
rather than good. And it matters not 
whether employers adopt the policy 
of dismissing employees from non- 
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essential jobs or the policy of dividing 
the work and putting all employees 
on part time. The result in both 
cases is to reduce total buying power 
and national production with no cor- 
responding reduction in industrial 
costs. What industry must have as 
a condition of healthy revival is re- 
duced costs which will stimulate con- 
sumer buying, increase production, 
and bring about full employment. 
Otherwise we shall be faced with the 
same permanent problem of unem- 
ployment that has harassed British 
industry for the past ten years. 


Helps Those Who Have Jobs 


N the sentimental side it seems 
particularly unfortunate that 
industry is deserving of no credit for 
what it meant to be a beautiful and 


| sincere gesture toward labor. In 


reality the gesture has been made 
not toward labor as a whole but only 
toward the labor that is able to find 
employment. In our sentimental de- 
liberation on the wage question we 
might as well have said that we were 
going to single out employed labor 
as a preferred class, see to it that it 
maintained a high standard of living 
at the expense of other classes, and 
then let the unemployed class created 
by this policy go hungry. 

Our unintentional disregard for the 
welfare of those who want work and 
cannot find it is not unlike that of the 
prominent man who a few years ago 
refused to buy the cheap garments 
made by poor needlewomen on the 


| ground that he would be contributing 


toward the maintenance of an in- 
dustry whose products represented 
the blood and tears of underpaid 
workers. Naturally, one wonders 
what kind of sentiment it is that 
would deny to any worker whose 
products are cheap and of good qual- 
ity the right to a livelihood. 

It is time for industry to recognize 
that in addition to its obligation to 
employed workers, it has an obliga- 


— tion to the producers of raw ma- 


terials, to the consumers of finished 
products, and to the unemployed 
classes; that any policy of wage 
maintenance which is not coupled 
with a policy of maintaining employ- 
ment is nothing more than one-sided 
sentimentality, superficial and dan- 
gerous, and certain to accomplish 
something quite foreign to the lofty 
purpose for which it was intended; 
and that the desideratum in wage 
policy should be the highest possible 
wages, consistent with full employ- 
ment, for all classes of workers. 
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An Institute on Bonds 
(Continued from page 457) 


been given the moments that a busy 
man has had to spare after the detail 
of the bank was finished. Many a 
banker has bought bonds with the 
thought that they were good enough to 
“put away and forget’ with the result 
that losses in bond portfolios over a 
period of years have probably been 
greater than in any other type of loan. 
So great have been these losses that 
one of the large investment counsel 
firms has advised the setting up of re- 
serves against bond depreciation, rang- 
ing from 5 to 20 per cent, depending 
upon the investment quality of the 
bonds at the time of purchase. 

If such a reserve is needed—and re- 
cent experience indicates that it is— 
then the risk in the buying and hold- 
ing of bonds in bank investment port- 
folios must be greater than we had 
supposed, and therefore more time, 
study, and care should be given to the 
subject. The retail bond salesmen 
have been disappearing at a very rapid 
rate and the country banks have lost 
some sources of information because 
of this reason. The listing of so many 
bonds on the New York Stock Ex- 
change and the Curb has made it in- 
creasingly difficult for the average 
bond salesman to sell issues to banks, 
so that the banks are forced to buy 
more and more upon their own re- 
sponsibility which in the long run will 
be of benefit to the officers themselves. 
They will have to study the bond mar- 
ket and make their own decisions. 


OULD it not be worth while for 

banks to send their active of- 
ficers to school for short periods of 
intensive study of bonds and bond 
markets, of commercial paper purchas- 
ing and analysis, and possibly of bal- 
anced bank investment policies? Such 
a training has been available for trust 
officials and has apparently been of 
great value. Training on the lines 
mentioned above would be equally val- 
uable. 

The courses in trust department 
study have been held usually in large 
cities but I believe it would be en- 
tirely practicable for groups of twen- 
ty-five to one hundred banks in con- 
tiguous territory to arrange for an 
annual period of intensive study last- 
ing for, say, three days or possibly a 
week to be attended by at least one 
active officer from each bank, and the 
benefits would be beyond calculation. 
Such a course might be arranged by 
regional clearinghouse associations. 
The expense need not be very great 
and by holding the meetings in a cen- 
tral location it would be made easy for 
officers to attend. 

These gatherings would be strictly 
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Baiding the Bank Check: 


_tor SAFETY 


OPPING all other considera- 
tions there is the ultimate of 


safety in a check rendered on 


WROE NONALTERABLE BOND 


Your bank is protected from the 
skill of the professional check 


raiser. 


There are no marks to 


show Wroe Nonalterable Bond is 


Massive Doors, Intricate 

Mechanisms Protect Bank 

Vaults. Wroe Nonalter- 

able Bond Protects Bank 
Checks. 


safety paper. 
cator—a stain appears. 
with ink—the ink spreads. 
erases, the white stock is revealed 
beneath. He ruins the job—and 


He uses ink eradi- 
He writes 
He 


quits in disgust. 


Ask your lithographer or printer 
to show you checks on this Su- 
perlative Safety paper. 


It costs no more than ordinary paper. 
Tough, flexible—stands the gaff. Does- 
n’t cut up under the check writer. 
Perforates cleanly and positively. 


W. E. Wice & Co. 


22 West Monroe Street, 


for study and discussion. They would 
start promptly in the morning and 
continue well into the afternoon. 
There would be lectures both on the 
theory and practice, and those present 
would be urged to take notes and ask 
questions. There would be ample op- 
portunity for discussion and a real at- 
tempt would be made to keep the chan- 
nels of thought along practical lines 
that would be of real help to those 
present in the running of their banks. 
For example a course of study in 
bond fundamentals might readily con- 
sist of something like this, each num- 
ber representing a period of study: 


Brief review of the most frequently 


(Producers of Construction Bond) 
Chicago 


ay D L E 


Wellington 
and Company 


ACCOUNTANTS and AUDITORS 
MANAGEMENT ENGINEERS 


10 East 407TH Street, New York 


CLEVELAND SYRACUSE SPRINGFIBLD 
KANSAS CITY SAN FRANCISCO 
CHICAGO 


BOSTON PHILADELPHIA 


ama 
Modern Chemistry Make YourBank Checks Sai 
YAINQOE ND 
WROENONALTER) BOND 
SWé 
Scovell, 
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MIDLAND 


BANK 


LIMITED 


A Complete Banking Service 


The Midland Bank offers exceptional facilities 
for the transaction of banking business of every 


description. 
“ Aguitania” 


It has offices in the Atlantic Liners 
“ Berengaria” 


“ Mauretania” 


and with affiliated banks operates over 2550 
branches in Great Britain and Northern Ireland. 


The offices in Poultry and at 196 Piccadilly are 
specially equipped for the use of American visitors. 


HEAD OFFICE: POULTRY, LONDON, E.C.2 
‘OVERSEAS BRANCH: 122 OLD BROAD ST., LONDON, E.C. 2 


A Message to 
BAN KERS 


owning or 
operating 


Office Buildings 


Initiative in renting space is essen- 
tial .. . Systematic records are nec- 
essary . . . Properly trained em- 
ployees are important. 


But, back of these, there must 
be a plan... .a knowledge of 
fundamentals . . . a complete, 
experienced organization of 
trained executives... to prop- 
erly solve and set into motion 
a program that will acquire 
more tenants . . . reduce oper- 
ating costs . . .and place your 
office buildings upun a basis 
of definitely satisfactory fi- 
nancial returns. 
Tell us the building... 
you what to do with it. 


we'll tell 


Address your reply 
to Box BM, in care 
of A. B. A. Journal 


A box number is used for reply because the 
very nature of our business relations with 
clients is always on a confidential basis. 


used descriptions of bonds, with their 
relative security, and with examples of 
the various types. 

Strong and weak points of bonds in 
various industries, rails, public utility 
operating, holding companies, etc. 

Marketability of bonds. 


NATIONAL GROUP 


NATIONAL 
ELECTRIC POWER COMPANY 


NATIONAL 
PUBLIC SERVICE CORPORATION 


A part of the 
MIDDLE WEST UTILITIES SYSTEM 


Padua Is Protected 


ATENTS protect you and your 
hold-up alarm system if—it is 
Padua construction—easy for the 
alarm, but guarded against false alarm 
via broom or mop. 
Let us tell you about Padua Units. 


Lift of foot sets off alarm No false alarm via the broom 


PADUA Hold-Up Alarm Corporation 
86 Seneca Street Cohoes, N. Y. 


Syndicate operations and their rela- 
tion to country bank bond buying. 

Reorganizations of companies. Should 
a bond holder deposit or not? 

Short term obligations. 

Fluctuations in the bond market due 
to changes in money rates. 

United States Government bonds. 
Their desirability and the relative mer- 
its of different issues for certain bank 
purposes. 

Foreign government bonds. Their 
place in a bank’s bond account. 

Percentages of bonds of various types 


in a bank’s portfolio, both as to indus- 
try and maturity. 


HE above ten subjects are men- 

tioned to show the wealth of ma- 
terial for such a course of study, and 
a glance at them will indicate how ex- 
tremely valuable a discussion of these 
topics would be to the average bank 
officer. 

A similar course could be arranged 
for the study of commercial paper. 
Such a course might well take in 
periods on such topics as (1) the func- 
tion of commercial paper and its place 
in the commercial bank; (2) the 
financing of companies by commercial 
paper; (3) the checking of commer- 
cial paper names with banks and the 
trade; (4) the principal points in the 
analysis of commercial paper. A num- 
ber of others might be suggested but 
the above could furnish a nucleus for 
a study conference that would be of 
inestimable benefit. 

A third course of study which I be- 
lieve would be perhaps even more val- 
uable and useful than the two men- 
tioned would be one on the proper bal- 
ance in the investment of bank funds. 
One of the potent causes in bank fail- 
ures and embarrassments in the past 
few years has been the lack of bal- 
ance in the loaning of money in coun- 
try banks. Many banks loaned too 
heavily on real estate mortgages; 
others became frozen because too 
much of their money was tied up in 
local loans which could not be liqui- 
dated; still others placed too much 
money in high yield poorly market- 
able bonds. The net result was an in- 
ability to meet the demands of their 
depositors. 


UCH a course might set up a stand- 

ard of minimum safety require- 
ments in various classes of investment 
and develop a series of lectures and 
discussions along this line with a view 
to showing the officers just what sort 
of diversification of risk a sound bank 
should have to serve its community 
properly, remain in a sound liquid po- 
sition, and pay a fair return upon the 
investment. 

In some locations there might be 
difficulty in getting men properly qual- 
ified to speak on such subjects, but I 
believe the city banks could be counted 
upon to furnish a considerable part of 
the speakers. The larger bond and 
commercial paper houses would un- 
doubtedly be glad to cooperate, and 
the outstanding bankers in various 
parts of the district could be induced 
to help. 

The country banker is face to face 
with the greatest opportunity in a gen- 
eration to be of service to his bank 
and his community. He must be bet- 
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ter trained for his job and nobody will 
train him unless he does it himself in 
cooperation with his fellow country 
bankers. The country needs, as never 
before, the stability, the wisdom, the 
experience and guidance of the coun- 
try banker with his independent 


thought and outlook. He must con- | 


tinually train himself to be more 
worthy of the trust that is placed on 
his shoulders. 


Senate Trend 


HE probable trend of Senate leg- 

islation on banking at the winter 
session is forecast in a report just 
published in Washington of hearings 
before Senator Glass’ subcommittee of 
the Committee on Banking and Cur- 
rency. The report comprises part 


VII of the printed testimony and in- | 


cludes discussions under the following 
five heads: bank security loans, brok- 
ers’ loans, bank investments, security 
affiliates and the examination of se- 
curity loans and investments. An in- 
troduction explains the purpose of the 
report and summarizes certain con- 
clusions, among which might be cited 
the following: 

“The experience of the past ten 
years lends spectacular confirmation 
to the view that the more intensive 
participation by commercial banks in 
the capital market exaggerates finan- 
cial and business fluctuations and un- 
dermines the stability of the economic 
organization of the country.” 


America’s Rail Problem 


HE January economic review of 

the National City Bank of New 
York states in one paragraph the rea- 
sons why the railroad situation in 
America is a national problem. 

“More than 70 per cent of all rail- 
road bonds and notes,” says the re- 
view, “are held by banking, insurance 
and other institutions. Of the $10,- 
703,000,000 total outstanding on Dec. 
31, 1930, life insurance companies 
alone held approximately $3,000,000,- 
000 or 28 per cent as part.of the 
assets protecting their 50,000,000 
policyholders; mutual savings banks, 
with 13,000,000 depositors, held $1,- 
700,000,000; member banks of the 
Federal Reserve System owned $987,- 
000,000 according to their Sept. 29, 
1931, statement and the holdings of 
non-member banks are estimated at 
$300,000,000; in addition to the above, 
the holdings of banks and trust com- 
panies in a fiduciary capacity, fire and 
casualty insurance companies, univer- 
sities, hospitals, religious and chari- 
table organizations are known to be 
well in excess of $1,500,000,000.” 
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GMAC NotTEs 


are a standard medium for short term investment. Based on 
highly liquid assets, they provide a sound instrument for 
the temporary employment of surplus funds. GMAC obli- 
gations are in country-wide demand for the security port- 
folios of individuals, institutions and thousands of banks. 


available in convenient maturities and 
denominations at current discount rates 
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VOL. I: ORIGINS 
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By 
Margaret G. Myers 


The past explains the 
present,and this first 
complete record of 
every phase of U.S. 
banking from its be- 
ginnings to June, 
1931. will insure 
greater efficiency 
and security to every 
banker. student of, 
or writer on banking. 


Vol. I.. $5.00 (If Vol. 
Il, which carries the 
account from 1914 
to 1931, is ordered 
at the same time the 
cost will be less than 
when ordered later). 
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First Call 
The National Credit Corporation is- 
sued an initial call for the payment of 
10 per cent on subscriptions to its gold 
notes. It is estimated that approxi- 
mately $50,000,000 will be obtained, 
inasmuch as the total amount of sub- 
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SEVENTY MILLION DOLLARS 


MEN 


The new model R SPEED- 
RITE Checkwriter will 
lead the field in sales in 1932 
BECAUSE of its unusual 
and BECAUSE 


our new sales policy is the 


features 


greatest money-maker FOR 
YOU that the industry has 
ever known. Identify your- 
self when wiring for our 


new proposition. 


HALL-WELTER CO., 
INC. 


ROCHESTER, N. Y. 


scriptions exceeded a half. billion dol- 
lars. During November and December 
the corporation met applications for 
loans out of funds borrowed from New 
York banks. The call stipulated that 
payments should be made by Janu- 
ary 7. 
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with this years 


HIS year pays to each and 

every one of us a special 
dividend. What do you plan to 
do with February 29th? 

Four years ago times were 
good ... Business was booming 
. . . 1928’s special dividend was 
a day of further profits, a day of 
relaxation or pleasure. 

Relaxation has no proper part 
in this year’s program. The div- 
idend which 1932 pays is an 
extra day for further study and 
analysis of the plans and poli- 
cies of your bank and the other 
businesses of your community in 
which you are directly inter- 
ested. 

Somehow all of us like Jan- 
uary Ist each year... Itis a day 
of new beginnings... A day on 
which we like to wipe clean the 
slate of the year gone by and 
start anew. 

This year after two months 
have passed we get another day 


Extra Day: 


—an extra one—a chance to 
pause and check again upon the 
programs and _ policies laid 
down on January Ist. 

Why not use February 29th 
for just this purpose? Spend 
the day going carefully over all 
the conditions affecting your 
bank and your businesses and 
see if the 1932 program seems as 
thorough and complete as it did 
on January Ist. 

Think too about the influence 
and purchasing power of the 


JAIMERICAN 


thousands of other bank officers 
and bank directors who read this 
publication. | Consider what 
their influence and power will 
do for any of the companies in 
which you are interested. See 
if somewhere in the plans of 
those companies there should be 
included an advertising cam- 
paign directed to the JOURNAL’S 
important reader audience. The 
cost is low—the influence and 
sales possibilities are tremen- 
dous. 
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Proposed Tax on Bank 
Checks 


(Continued from page 454) 


first war duties repealed in 1901. 
Congress repealed the rest of them in 
1902. 

The ingrained American hostility 
toward stamp taxes—which once was 
reflected in a boisterous Boston tea 
party—was recognized in a practical 
way recently by Prof. E. R. A. Selig- 
man of Columbia University. Ap- 
praising the elements of Secretary 
Mellon’s program in a copyrighted ar- 
ticle in the New York Times in De- 
cember, Dr. Seligman declared that 
“at the bottom of the scale (of desir- 
ability), and of questionable advisa- 
bility at best, are the new taxes on 
checks as well as on telephone, tele- 
graph and radio messages. They will 
inevitably interfere with what has, in 
great part, become a necessity to the 
American public. If at all possible, 
they should be avoided.” 


Britain and Canada 


ANADA still has a bank check 
tax adopted during the World 
War. A similar tax in Great Britain 
dates back to 1891, and in some form 
or another back to 1694. The British 
rate on checks is two pence, between 


1882 - 
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BURLINGTON 
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four and five cents in American coin- 
age. Considering this and other re- 
lated taxes, the British Committee on 
National Debt and Taxation a few 
years ago reported, “The stamp duties 
are a cause of irritation to the citizen, 
and of some recurrent friction in busi- 
ness, especially in finance. In rela- 
tion to their moderate yield, they are 
one of the less satisfactory parts of 
the British tax system.” 

Will Congress adopt a tax on bank 
checks? It is still too early to risk a 
positive conjecture. Much will de- 
pend upon how vigorously they are re- 
sisted. Offhand, it would seem as if 
Congress would resort first to less ir- 
ritating excise duties. In any event, 
little hint of the final decision is to be 
gained from the fact that the proposal 
was put forward by the Secretary of 
the Treasury. The recommendations 
of Treasury secretaries have not al- 
ways become law. 

To use the words of one veteran, 
picturesque observer who knows well 
the ways of Capitol Hill: “Secretary 


- revenue bills are compromises. 


510 Pine St., Burlington, Vermont 


$500,000,000 
RESOURCES 


ECURITY - First 
NATIONAL BANK 
OF LOS ANGELES 


Fully equipped to do every kind 
of banking and trust business 
with branches in 61 communi- 
ties, extending from Fresno and 
San Luis Obispo to Imperial 
Valley. 


When a banker has valued cus- 
tomers leaving for Southern Cali- 
fornia, he will do them a favor by 
giving them letters of introduction 
to Security-First National Bank. 


Mellon has been dealing with Con- 
gress for some time. He knows that 
He 
probably regards many of his miscel- 
laneous proposals simply as trading 
material.” 
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Do Christmas Clubs Pay? 


BY ROSSER REEVES 


Manager, Dept. of Research, Morris Plan Bank of Virginia, Richmond 


HE research department of the 
Morris Plan Bank of Virginia 
in Richmond, analyzed the cost 

of the bank’s Christmas Club and 
reached the conclusion that the Club 
was not a source of profit to the in- 
stitution. A summary of the data un- 


covered by the analysis is given below. 


N 1931, the Morris Plan Bank of 

Virginia found itself in possession 
of the largest Christmas Club in the 
state. It asked itself a question: 
“What is the actual worth of these 
22,000 accounts?” 

A preliminary cost analysis revealed 
a fact which is in all likelihood true 
for any bank with a Christmas Club, 
namely that the average amount of 
Christmas money on deposit is not of 
sufficient volume to make profitable the 
cost of handling the accounts. 

That left only three ways that a 
Christmas Club could be of direct value 
to the bank. First, as a means of in- 
stitutional advertising, creating 
among depositors a feeling of loyalty 
and good-will for the bank; second, as 
a developer of regular savings volume, 
through the opening of regular sav- 
ings accounts by Club members; and 
third, as a developer of loan volume. 
Then the research department got to 
work in earnest. The cash loss on 
Christmas Club accounts was certain 
(as the fuller analysis later proved 
conclusively). Were the other three 
possible values purely fictitious? 


HE first question was that of the 

number of “repeats” as opposed to 
the number of “non-repeats.” How 
many of the Club members came back 
and how many went to other banks? 
In order to get some idea as how best 
to proceed, a small preliminary analy- 
sis was made which indicated that 68 
per cent of the accounts in the 1930 
Club did not come back in 1931, al- 
though the 1931 Club was larger by 
several thousand members! In order 
that the causes underlying such 
strange conditions might be reached, 
2,000 accounts were selected at ran- 
dom, divided into “repeat” and “non- 
repeat” groups, and they in turn were 
divided into size groups (50c., $1, $2, 
$5), because truths valid for one 
group might be neither valid nor ap- 
plicable to others. 


Of the 2,000 accounts, 40.8 per cent 
were in the 50 cent class, 41.8 per cent 
in the $1 class, 14.1 per cent in the $2 
class, and 3.3 per cent in the $5 class. 
This gave an average cross-section of 
the entire Club. Work sheets were 
then printed, and data relating to 
every conceivable angle of the Club 
set down. The object was to discover 
the academic as well as the practical 
truths, because in the course of events 
academic truths frequently become 
urgently practical ones. 


HE large analysis bore out more 

accurately the findings of the small 
preliminary analysis, showing that 
68.8 per cent of the 1930 Club did not 
repeat in 1931, despite the increased 
membership. It showed further that 
the larger percentage of “non-repeats” 
was in the smaller size groups. For 
example, 71.1 per cent of the 50 cent 
class did not repeat; and only 60.6 per 
cent of the $5 class did not. Each lower 
size group was less valuable in this 
respect than each higher size group. 
The figures made it further obvious 
that as far as the public is concerned, 
the Christmas Club is what advertis- 
ing men term a “convenience commod- 
ity’—in a class with cigarettes, soft 
drinks, and matches. 

The evidence all the way through 
points to an unprofitable contact when 
pressure is brought to bear in procur- 
ing accounts and particularly when 
the Club member has his sole contact 
with the bank through a third party. 

To sum up, it was found that more 
of the $1 class came back into the 
bank than did the 50 cent class; that 
more of the $2 class came back than 
did the $1 class; and that more of the 
$5 class came back than did the $2 
class, proving that the larger accounts 
are more valuable on a loyalty basis 
than the small. An outside analysis 
showed also that accounts secured 
through pressure were unprofitable on 
the loyalty basis and that many per- 
sons did not know the names of the 
banks that carried their Christmas 
Club accounts, and that many store 
and factory employees, in the habit of 
turning their deposits over to fellow 
employees for deposit, had never been 
in the lobby of the bank even when 
their ledger cards showed thirty and 
forty deposits. 


January, 1932 


The next question taken up was the 
value of the Christmas Club as a 
source for regular savings accounts. 
In this connection, the names of the 
members were checked against the 
savings files. It was found that 4.3 
per cent of the members in the 50 cent 
class had opened savings accounts 
since they began as Club members; 
7.4 per cent of the $1 class; 10.8 per 
cent of the $2 class; and 10.7 per 
cent of the $5 class. This made a 
total of 6.6 per cent of all the mem- 
bers who had opened regular savings 
accounts. It should be noted that as 
far as regular savings deposits are 
concerned, the larger Club accounts 
are more profitable than the smaller 
accounts. 

The average balances of these sav- 
ings accounts were then analyzed in 
order to find out whether this 6.6 per 
cent was constituted of profitable or 
unprofitable average balances. The 6.6 
per cent constituted 131 savings ac- 
counts, meaning that 131 out of every 
2,000 Club members had opened reg- 
ular savings accounts after they had 
enrolled as Club members. 

Of this number thirty-two accounts 
had an average balance under $20; 
thirty-three had a balance between 
$20 and $50 and twenty-six had bal- 
ances ranging from $50 to $100. This 
makes a total of 69.47 per cent of 
these savings accounts which had bal- 
ances under $100 and were of ques- 
tionable profit to the bank. Out of the 
remaining accounts there were ten 
with balances between $100 and $200; 
eleven between $200 and $300; six be- 
tween $300 and $400; three between 
$400 and $500 and six accounts be- 
tween $500 and $600. 


HIS makes a total of 27.48 per 

cent of these savings accounts 
which were profitable. Figured rough- 
ly, this represents $11,000 in cash in 
profitable accounts, with average bal- 
ances between $100 and $600. There 
was an additional $2,250 of profitable 
savings deposits in three other ac- 
counts with balances ranging from 
$600 to $900. 

In short, 2,000 Club accounts were 
responsible (probably) for $13,250 in 
profitable savings deposits. Of course, 
there was no way of finding out 
whether some of these accounts would 
not have come into the bank even if 
the depositors had not had Christmas 
Club accounts. Since the cost to the 
bank of handling the thousands of de- 
posits of the 2,000 Club members more 
than offsets the value to the bank of 
the $13,250 in available cash, the Club 
is obviously not profitable from the 
standpoint of regular savings deposits. 
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